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Health Care RETT, Inc. 1s a selj-adminisierets, ettty iess

estate investment trust (“REIT”) that invests across the full

spectrum of senior housing and health care real estate,
including continuing care refirement communities,
independent living facilities, assisted living facilities,
skilled nursing facilities, hospitals, long-term acule care
hospitals and medical office buildings.

Our enhanced service platform enables us to offer
property management, development and project

managemenr services fo our customers. Founded in

.ﬁtst REI 7|r0}mvest

ecompartys broadly

A

sof December 31,
diversified portfolio consisted of 578 properties in 37
states. Health Care REIT has gross real estate assets of

approximately $4.5 billion and an enterprise value of

approximately $5.7 billion.



@ Total Returns: Produced 35.4% total return to stockholders

@ Dividend Regord: increased our annual dividend rate by 3.2% and paid our 143rd
consecutive quarterly dividend to stockholders

@ Strategic Merger: Acquired Windrose Medical Properties Trust for $1.0 billion,
expanding into specialty medical properties and creating an enterprise value of
approximately $5.7 billion

@ Expanded Gapahilities: Added property management and development capabilities and
enhanced acute care investment prospects through the merger with Windrose

|IIII'H_SII'IIEIIII'E Investment: Enhanced infrastructure through investments in personnel
and technology
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New Investments: Completed gross and net investments of $559.2 million and $418.4
million, respectively

@ Development Programs: (nvested $158.6 million in development initiatives

@ nvestment Pipeling: Identified future investment opportunities of $2-$3 billion

Financial Strength: Expanded primary line of credit to $700 million, extended maturity
and added two-lenders to the bank group

Capital Initiatives: Raised $515.8 million in new capital






LI his was a momentous year for our company. Through the merger with Windrose Medical
Properties Trust, we enhanced and substantially broadened our real estate platform, diversified

into medical office buildings and increased our management resources and capabilities.

The merger of our two companies in 2006 presented a compelling opportunity to:

@ Grow a combined portfolio with greater access to capital,

© Expand in the medical properties sector,

O Add new tenants to our portfolio,

© Draw upon the combined expertise of two management teams, and

© Capitalize on property management and development opportunities.

Our long-standing relationship with the Windrose management team expedited the integration
of our two companies and has allowed us to rapidly leverage the team’s valuable expertise and
networks. Windrose CEQ Fred Klipsch has also joined Health Care REIT as Vice Chairman,
giving us the benefit of his business and entrepreneurial experience. The successful merger of
our two companies has produced a stronger combined entity capable of driving growth
throughout senior housing and the full spectrum of the health care delivery system. We have
established a greater presence in medical office and other specialty facilities, reduced our

customer concentration and diversified our market exposure.

With the establishment of the Windrose Medical Properties division within our company, we
are capitalizing on property management and development opportunities. Fred Farrar, who was
the President of Windrose Medical Properties Trust before the merger, will continue to lead this

division.

The merger of Health Care REIT and Windrose Medical Properties Trust created one of the
most diversified real estate portfolios among health care REITs today. The combined, well-
positioned portfolio should provide an even more secure revenue stream and build ongoing
value for stockholders. With gross real estate assets of $4.5 billion, and critical mass across all
sectors of senior housing and health care real estate, we have solidified our place as an industry leader.



Independent Living/CCRC
Assisted Living Facilities
Skilled Nursing Facilities
Medical Office Buildings
Specialty Care Facilities
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Property Types

Our reporting segments are investment properties and operating properties. nvestment properties are those
that we do net manage and inchude independent living/continuing care retirement communities, assisted
living facilities, skilled nursing facilities and speciality care facilities. Our operating properties are those that we
manage and are primarily medical office buildings. Qur properties include stand-alone factlities that provide
one level of service, combination facilities that provide multiple levels of service, and communities or
campuses that provide a wide range of services, The following is a summary of our various property types.
Indgpendent Liviag/Continuing Care Retirement Communities _ 2
Independent living facilities are age-restricted multifamily properties with central dining facilities that provide “TT ; ﬂ i
residents access to meals and other services, such as housekeeping, linen service, transportation and social i

and recreational activities. Continuing care retirement communities include a combination of detached “
homes, an independent living faclity, an assisted living facility and/or a skilled nursing facility on one campus.
These communities are appealing to residents because there is no need to relocate when health and medical
needs change. Resident payment plans vary, but can include entrance fees, condomtinium fees and rental fees,
Active adult communities contain primarily for-sale single-famity homes, townhomes, dluster homes, mobile
homes and/or condominiums with no specialized services. These communities are typically restricted or
targeted to adults at least 55 years of age or older. Residents generally lead an independent Lifestyle.
Communities may include amenities such as a dubhouse, golf course and recreational spaces.

Assisted Living Facilities
Assisted living faclities are state regulated rental properties that provide the same services as independent

living facilities, but also provide supportive care from trained employees to residents who require assistance
with activities of daily living, including management of medications, bathing, dressing, toileting, ambulating
and eating, Certain assisted fiving facilities may include state licensed settings that specialize in caring for
those afflicted with Alzheimer’s disease and/or similar forms of dementia.

Skilled Nursing Facilities
Skilled nursing facilities are licensed daily rate or rental properties where the majority of individuals require

24-hour nursing and/or medical care. Generally, these properties are licensed for Medicaid and/or Medicare
4

reimbursement,

Medical Otfice Buildings

Medical office buildings are office and dinic facilities, often located near hospitals or on hospital campuses,
specifically constructed and designed for the use of physicians and other health care personnel to provide
services to their patients. They may also include ambulatory surgery centers that are used for general or
specialty surgical procedures not requiring an overnight stay in a hospital. Medical office buildings typically
contain sole and group physician practices and may provide laboratory and other patient services.
Specialty Care Facilities

Specialty care facilities include acute care hospitals, long-term acute care hospitals and other specialty care
hospitals. Acute care hospitals provide a wide range of inpatient and outpatient services, including, but not
limited to, surgery, rehabilitation, therapy and clinical laboratories. Long-term acute care hospitals provide
inpatient services for patients with complex medical conditions that require more intensive care, monitoring
or emergency support than that available in most skilled nursing facilities. Other specialty care hospitals
provide specialized inpatient and outpatient care for specific illnesses or diseases, including, among others,

orthopedic and neurologic care.



Independent Assisted Skilled Medical Specialty
Living/CCRC Living Nursing Office Care
State Facilities Facilities Facilities Buildings Facilities
Alabama 8 5
Arizona 2 4 3 . t
California 7 8 : 5 1
Colorado 2 1 5
Connecticut 6 6
Delaware 1
Florida 3 15 45 24
Georgia 3 2 3 14
ldaho 1 3 3 1
Ilinois 1 7 4 3 1
Indiana 3 2 8 1
lowa 1
Kansas 1 1 1
Kentucky 1 10
Louisiana 1 7 1
Maryland 3 2 1
Massachusetts 3 7 23 3
Michigan 1
Mississippi 2 11
Missouri 1 3
Montana 1 3
Nevada 1 3 1 6
New Hampshire 1
New Jersey 2 1 3
New York 2 3. 1
North Carolina 2 41 10
Ohio 9 21 1
Oklahoma 16 3 2
Oregon 3 1
Pennsylvania 1 2 5
South Carolina 7 5
Tennessee 4 22 4
Texas 2 29 21 13 6
Utah 2 1
Virginia 4 2
Washington 1 8
Wisconsin 6
Total 47 204 221 39 17
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.ZJ he signature of a stable and secure company is its dividend record. Since our inception in
1970, we have paid 143 consecutive quarterly dividends to stockholders. in ]aﬁuary 2007, based
on our enhanced portfolio of real estate and strong growth prospects, the Board of Directors

increased the dividend 3.1% to an annualized rate of $2.64 per share.

Central to our solid dividend record is a focused, conservative and long-term approach to our
business. Equally important is a clear understanding of the senior housing and health care
operating environments and demonstrated experience in navigating both challenges and
opportunities. Over our 36-year history, we have remained dedicated to building stockholder
value. Our solid performance over that time period has allowed us to pay consistent and
increasing dividends — a significant factor in achieving our 17% annualized rate of return since

the company’s inception.

The merger with Windrose resulted in a substantially broadened and diversified infrastructure.
Combined with our focused origination efforts and ongoing development initiatives, we are

positioning ourselves for continued dividend growth.
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Atria Marina Place Santa Anita Medical Plaza
Quincy, Massachusetts Arcadia, California
Assisted Living Facility Medical Office Building

Workplace Professional Center 1 Spring Lake Assisted Living and Memory Care Community
Jupiter, Florida Paris, Texas
Medical Office Building Assisted Living Facility
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Lakewood Medical Pavilion Biltmore Medical Mall
Lakewood, California Phoenix, Arizona
Medical Office Building Medical Office Building
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Sierra Providence Eastside Center
E! Paso, Texas
Medical Office Building

Foundation Surgical Hospital
Bellatre, Texas
Specialty Care Facility

JEK Medical Pavilion I
Palm Springs, Florida
Medical Office Building

Coral Springs Surgical Center
Coral Springs, Florida
Medical Office Building

a

Yorkland Park Care Center
Columbus, Ohio
Skilled Nursing Facility

Elm Street Professional Plaza Osprey Village

Reno, Nevada
Medical Office Building

Amelia Island, Florida
Independent Living Facility






Manage for a secure and increasing dividend

Remain a leader in the evolution of the next generation of senior
housing and health care real estate assets

Position the portfolio to satisfy the requirements of
consumer driven health care

Balance health care services with residential and
senior living products as we grow our fully diversified,

investment grade portfolio

Leverage property management and development capabilities to
generate new business opportunities

Maintain conservative fiscal profile



Letter to smﬁkn
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During the last several years, we have reported strong company performafice in the
context of an improving and stable long-term care sector. HCN moré than doublédits
assets and revenues as a result of significant investment activity.. The ‘opemt(_)r‘ba;e

strengthened and pmpert)’r level payment coverages improved in a solid operating -
environment. In 2006, this strong sector and portfolio performance céntinued. vlfe
“big news”of 2006 was our merger with Windrose Medical Properties Tmst,‘a-real-&tate
investment trust focused on investing in medical office buildings and higher acuity health

care facilities. The Windrose merger accelerated our previously announced goal of

investing across the full spectrum of senior housing and health care properties.

To provide an appropriate backdrop, [ will detail the many significant 2006 high-
lights,-However-most of this letter will lay out our thoughts on the future, the
allenges-and opportunities for health care REITs and other investors and our plans

for maximizing our'enhanced platform.

include the following:
: orhpleted the Windrose merger for an aggregate purchase price of

iof. This transaction added 93 properties in 14 states to our

' ted new investments of $559.2 million and disposed of $140.8

r.ﬁes, we added 18 new operators and 63 new properties. For the five
years ended December 31, 2006, inclusive of the Windrose transaction, we completed net

new investments of $3.8 billion and added 452 new properties.

2. Portfolio Performance. For 2006, payment coverage at the property level was
1.93 to 1.0. Clearly, senior housing and long-term care assets have become
mainstream property types. Additional capital has fueled an increase in merger and
acquisition activity within the sector. As a result of these mergers, four of our top 10
operators are now public companies. Generally, operators shored up their balance

sheets and liquidity as a result of greater access to capital.




‘ 3. Company Performance. Total return for our stockholders was 35.4% for 2006, Our
| normalized FFO and FAD growth were 1% and 4%, respectively. Over the last five vears,

our average annual return was 20.8%.

4. Dividends. In December 2006, we paid a prorated dividend of $0.3409 per share in
connection with the Windrose merger, followed by a $0.2991 dividend paid in February
2007, for a total dividend of $0.64 for the quarter ended Decemnber 2006. This represented
our 143rd consecutive dividend. The Board of Directors has announced its intention to
dedlare a $0.66 per share dividend beginning in May 2007 for an annualized rate of $2.64

per share, an increase of 3.1% over the previous rate.

9. Capital. We continued to have excellent access to capital. The company’s size and
more diversified platform is generally a positive in the capital markets. We achieved

a Baa2 rating from Moody’s in March 2007 and are making progress towards our

goal of attaining BBB from the other rating agencies, which should improve our
access to capital and lower our cost of borrowing.

In April, we issued 3.2 million shares of common stock at $36.00 per share,
producing net proceeds of $109.7 million.

In Novemnber, we priced $345.0 million aggregate principal amount of 4.75%
Convertible Senior Notes due 2026. These securities were in demand in the marketplace
and, accordingly, provided us with a very attractively priced financing vehicle.

Our dividend reinvestment plan contributed an additional $68.2 million of

equity capital.

George L. Chapman
Chairman and Chief Executive Officer

B. Lines of Credit. We once again upsized our primary unsecured line of credit
from $500.0 million to $700.0 millicn and reduced our borrowing costs by approxi-
mately 7.5 basis points, thereby providing us greater financial flexibility. The
improved Moody’s rating will reduce our borrowing costs by an additional 10 basis

points. With our unsecured “swing line” of $40.0 million, we have immediate access

to $740.0 million to close transactions expeditiously and pursue other corporate |

goals prior to issuing “permanent” debt or equity capital.



Letter to Stockh

Windrose Merger

After almost a year of discussions and deliberations, we acquired Windrose Medical
Properties Trust in December for $1.0 billion, including the assumption of outstand-
ing debt totaling $301.6 million. Each former Windrose shareholder received
0.4509 shares of Health\ Care REIT stock for each Windrose share and the former
Windrose shareholders represented 13% of the outstanding shares of the company

following the merger.

There are a number of key factors that make this transaction compelling:
1. Additional Capabilities. We added property management and development
capabilities. In our joint marketing efforts to date, we have experienced the power of
these'adgéa-éa‘yic:_es in pursuing significant relationships with operators. The newer,
Gusstom%:?af;ieha}y. fa-ciﬁties demanded by today’s health care consumers, require a
lot of thpught aﬁd planning. The enhanced property management and development

expertise givesius-a brgader and deeper perspective as we determine which opera-

tors 'and__plaﬁ(:r—\rmtonsupport.

2. Growth We believe [that the combination of management talents and capabilities

will enhance our intélléctual capital and drive significant growth. We are aiready
eeing the benefit-of marketing synergies as we combine our contact networks.
e ..

e

TR VLR C e
versification; J'he merger produced greater diversification and reduced tenant
4

concentration while retaining a favorable investment maturity profile.

4, Private Pay. The addition of a large portfolio of MOBs increased the percentage

of private pay revenues at the property level to 63% from 52%.

We believe that the Windrose merger and the attendant synergies have been well

received in the capital markets and should have a positive valuation impact.

At the closing of the merger, Windrose’s management team had assembled in its
relatively short three-year existence 93 assets in 14 states comprised of 89 MOBs,

one specialty orthopedic and neurosurgical hospital, two LTACHs and one inpatient




rehabilitation facility. The charts to the right show the pre- and post-merger

HCN Concentration

compositions of the company’s and Windrose’s portfolios.

Fred Klipsch and Fred Farrar, the former CEO and President, respectively, of

Windrose, became officers of both the company and our Windrose division. Fred

Klipsch also joined our Board of Directors. Dan Loftus, O.B. McCoin, Steve

Buckeridge and Phil O'Donnell also became officers in the combined company.

Windrose Concentration

While our headquarters remain in Toledo, Windrose's Indianapolis and Nashville
offices are also being maintained. In 2006, prior to the merger, we had also

established an office in Nashville that was combined with that of Windrose’s

development subsidiary, HADC, to enhance the synergies of the
combination.
Rendina Transaction - —

Combined Company

Subsequent to year-end, we entered into an agreement to acquire 18 additional
MOBs from affiliates of Rendina Companies, as well as their property management
group, Paramount Real Estate Services. This acquisition, which we contemplate will

close int the second quarter of 2007, will further enhance our medical office portfolio.

The acquisition of Paramount will complete our property management platform,
which will be relocated to Paramount’s offices in Palm Beach Gardens, Florida. As
part of an earlier purchase by Windrose of 21 Rendina MOBs in 2005, Paramount
had retained 10-year management agreements with respect to those properties.
Through this purchase, we essentially bring the management of those properties “in-
house” and reduce our expenses accordingly. Moreover, the relationship provides
opportunities for our new property management team to manage MOBs developed
by Rendina. Perhaps more important, the ongoing relationship is expected to

produce synergistic opportunities for both companies in the future.

Health Care

At this point, let me share our thoughts on the evolution of health care and how the

Windrose and Paramount acquisitions fit within that framework. In last year’s letter,



we discussed a senior housing and health care delivery system that had already
experienced dramatic change with even greater and faster change expected in the
future. While a great deat of change has been driven by pharmaceutical and
technological breakthroughs, the greatest driver of change has been the “customer”
Until very recently, market information regarding the quality of service and the
effectiveness of treatments and procedures was generally not available. In a sense,
the customer knew less about his or her wellness and health care options than a
person buying a product in a store or over the Internet. Those days are thankfully
disappearing. Today’s customer is becoming more demanding: he or she wants to
know as much as possible about particular wellness or health issues, the efficacy of

the service or treatment recommended vis-a-vis alternatives, both traditional and

This. consumer- driven hange will only be accentuated by the “baby boomers™ who
-’.s- P ~;;, | FEETSEEE |
1ave dra a”f'cally impacted every facet of society they have touched. They will

_:emor housing and health care as they demand an environ-

'ent and holistic manner, addresses their social, wellness and

1ea1th cjre ne ds ;’7:-"
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bellevmg that the‘ allure to address anticipated senior housing, wellness and health
care changes to be an unacceptable risk. During the last several years, we have also
supported operators who are forward-looking and provide care in non-institutional
settings. In seeking to invest with operators and in facilities that take a more integrated
approach to customer needs, we have increasingly invested in facilities that combine a
number of functional units. Approximately 36% of our long-term care portfolio now
includes facilities with two or more levels of service. Increasingly, we are supporting
innovative senior communities such as continuing care retirement communities that
provide a combination of housing, independent living, assisted living and skilled
nursing services. We are also investing in facilities that are more integrated with the

larger community to afford intergenerational interaction. As we invest in higher acuity



facilities, we are pleased to be involved with more integrated and customer-oriented
platforms that combine acute care services with various wellness, housing and other

social services all on or near the same campus.

In light of the changes to health care and the aging of the “baby boomers;” we are
expanding our investment platform across the entire spectrum of senior housing
and health care. The chart to the right depicts the size of the senior housing and
health care property markets. We believe that this larger investment universe
should allow us to grow investments across a diverse property spectrum.
Determining what types of facilities and which operators to support in this
dynamic environment takes a team with experience and vision, as well as a wide

swath of capabilities. For afl of these reasons, the Windrose and Paramount

transactions are compelling. The Windrose team enhances our “intellectual capital,’

adds development and property management capabilities, and expands the depth

and breadth of our reach throughout the United States.

Goncluding Remarks

Today our investment, development and property management platform allows us to

provide a full spectrum of capital and real estate solutions to senior housing and

~ health care providers. This enhanced platform is a critical element in our commitment

to deliver strong stockholder value. We z;ppreciate your ongeing and steady support.
George L. Chapman -

Chairman and Chief Executive Officer
March 14, 2007

L
U.S. Health Care Real Estate Assets

Souerces: NIC, CMS, Health Care REIT estimates.

L]

Property Class $ Billions % Total
Acute Care/Spec Hospitals $173.7 3%
Medical Office Buildings $79.1 14%
Skilled Nursing $78.7 14%
Assisted Living $54.9 10%
Independent Living $80.3 14%
CCRCs $63.8 11%
Surgery Centers $10.0 %
LTACHs §9.3 2%
Inpatient Rehab 38.8 2%
Total $558.6 100%
|

Skilled Nursing
14%
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Explaﬁatoi’y Note

This Amendment No. 1 to the Annual Report on Form 10-K of Health Care REIT, Inc. for the fiscal year ended
December 31, 2006 is being filed for the purpose of correcting typographical errors in the Form 10-K, which was
originally filed with the Securities and Exchange Commission on March 1, 2007. For the convenience of the reader,
this Form 10-K/A sets forth the original Form 10-K in-its entirety. Thls Form 10-K/A does not reflect events
occurring after the filing of the original Form 10-K. ‘

As required by Rule 12b-15 promulgated under the Securities and Exchange Act of 1934, our Chief Executive
Officer and Chief Financial Officer are providing Rule 13a-14(a) certifications dated March 9, 2007 in connection
with this Form 10-K/A and written statements. pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 dated
March 9, 2007. ) :
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Item 6.
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Item 1. Business

General S : S Sl

Health Care REIT, Inc., a Delaware corporation, is a self-administered, equity real estate investment trust that
invests across the full spectrum of senior housing and health care real estate, including independent living/
continuing care retirement communities, assisted living facilities, skilled nursing facilities, hospitals, long-term
acute care hospitals and medical office buildings. Founded in 1970, we were the first real estate investment trust to
invest exclusively in health care properties. Through the Windrose Medical Properties Division, we have property
management capabilities and expertise in the medical office and hospital sector. Through our HADC subsidiary, we
offer project management, facility planning and property development services. As of December 31, 2006, we had
$4,132,749,000 of net real estate investments, inclusive of credit enhancements, in 578 properties located. in
37 states. At that date, the portfolio included 204 assisted living facilities, 221 skilled nursing facilities, 47
independent living/continuing care retirement communities, 89 medical office buildings and 17 specialty care
facilities.

Qur primary objectives aresto protect stockholder capital and enhance stockholder value. We seek to pay
consistent cash dividends to stockholders and create opportunities to increase dividend payments to stockholders as
a result of annual increases in rental and interest income and portfolio growth. To meet these objectives, we invest in
the full spectrum of semior housing and health care real estate and diversify our mvestmem portfolio by property
type, operator/tenant and geographic location.

Depending on the availability and cost of external capital, we anticipate investing in additional properties and
providing loans to qualified obligors. Capital for future investments may be provided by borrowing under our
unsecured lines of credit arrangements, public or prlvate offerings of debt or equity securities, or the incurrence or
assumption of secured indebtedness.

References herein to “we_,” “us.” “our” or the “Company”, refer to Health Care REIT, Inc. and its subsidiaries
unless specifically noted otherwise.

"Windrose Medical Pro}:erries Trust Merée'r

On December 20, 2006, we completed our merger with Windrose Medical Properties Trust, a self-managed
real estate investment trust based in Indianapolis, Indiana. The aggregate purchase price was approximately
$1,018,345,000, including direct acqu1smon costs of approximately $29,918,000. The Windrose merger diversified
our portfolio of i investments throughout the health care delivery system. Windrose shareholders received approx-

* imately 9,679,000 shares of our common stock (valued at $41.00 per share) and Windrose preferred shareholders

received 2,100 (}00 ‘sharés of our 7.5% Series G Cumulative Convertible Preferred Stock (valued at $29.58 per
share).-Additionally, our investment in Windrose includes $183,139,000 of cash provided to Windrose to extinguish
secured debt, the assumption of $301,64 1,000 of debt and the assumption of other liabilities and minority interests
totaling $44,683,000. The results of operations for Windrose have been included in our consolidated results of
operations from the date of acquisition.



Portfolio of Properties :

The following table summarizes our portfolio as of December 31, 2006: ,
Investments(l) Percentage of Revenues(2) Percentage of Number of # Beds/Units Investment per Operators )

Type of Property (In thousands) Investments (In thousands) Revenues(2) Properties or Sq. Ft. metrc (3) Tenants States
Independent : )
living/CCRCs : . . $ 533,950 13% $ 39475 12% 47 * 5,887 units $123,073 unit 18 19
Assisted living : ‘ . .
facilities ...... 1,024,219 5%« 107,165, . 33% 204 12,538, units 90,697 unit 25 33 .
Skilled oursing . I : L : : :
facilies . ..... 1,414,115 349;:. 157,945 48% . 221 . 30218 beds, 47279bed, 22 - 28
Medical office . . : o 7
buildings . .. ... 900,132 2% 3,247 1% B9 3,297370sq. L. 273 sq. ft. ~ 642 12
Specialty care ' T " ' ' !
facilities ...... 260,333 6% 16632 5% .17 “1,351 beds 210,969 bed 9 -9
Other income. . . . . _ 3,924 _1% . ) T
Totals. . ........ $4,132,749  100% - $328388 °  100% 518 ¢ ’

(1) Investments include real estate investments and credit enhancements which amounted to $4,130,299,000 and $2,450,000, respectively.
(2} Revenues include gross revenues and revenues from discontinued operations for the year ended December 31, 2006,

(3) Investment per metric was computed by using the total investment amount of $4,475,503,000 which includes feal estate investments, credit
enhancements and unfunded construction commitments for which initial funding has commenced which amounted:to $4,130,299,000,
$2,450,000 and $342,754,000, respectively. . y

Property Types

Qur primary property types include investment properties and operating properties. Investment properties are
those in which we do not participate in the management of the property and include skilled nursing facilities, .
assisted living facilities, independent living/continuing care retirement communities and specialty care facilities. |
Our operating properties are those in which we are responsible for thie management of the property and are primarily
medical office buildings. Our properties include stand-alone facilities that provide one level of service, combination
facilities that provide multiple levels of service, and communities or campuses that provrde a w1de range of serv1ces
The following is a summary of our various property types.

|
. . . .o . |
Assisted Living Facilities. , S : o ‘

Assisted living facilities are state regulated rental properties that piovidc the same services as independent
living facilities, but also provide suppo'rtive care from trained employees to residerits who require assistance with
activities of daily living, incliding management of medications, bathmg dressmg tonletmg ambulatmg and eating.

Alzheimer’s/Dementia Care Facilities Certain assisted living facﬂmes may mclude state hcensed seftings
that specialize in caring for those afflicted with Alzheimer’s disease and/or similar forms of dementia.

Skilled Nursing Facilities | . .-'_ Ceee T |

Skilled nursing facilities are licensed daily rate or rental properties where the majority of individuals require’ .
24-hour nursing and/or medical care. Generally, these properties are licensed for Medicaid and/or Medicare !
reimbursement.

Independent Living/Continuing Care Retirement Communities ‘ o |
These communities may include one or more of the following .property types..

Continuing Care Retirement Communities  Continuing care retirement communities mclude a combination
of detached homes, an independent living facility, an assisted living facility and/or a skilled nursing facility on one
campus. These communities are appealing to residents because there is no need for relocating when health and
medical needs change. Resident payment plans vary, but can include entrance fees, condommlum fees and rental
fees.




Active Adult Communities Active adult communities contain primarily for-sale single- -family homes,
townhomes, cluster homes, mobile homes and/or condominiums with no specialized services. These communities
are typically restricted or targeted to adults at least 55 years of age or older. Residents generally lead an independent
llfestyle Communities may include amenmes such as a clubhouse, golf course and recreatlonal spaces

Independent Living Facilities -Independent living facilities are age-restricted multlfamlly propemes with
central dining facilities that provide residents access to meals and other services such as housekeeping, linen
service, transportation and social and recreational acuvmes . T : Lk :

Specialty Care Facilities . . oL . - e

Our specialty care facilities include acute care hospitals, long-term acute care hospnals and other specnalty
care hospitals. Acute care hospitals provide a wide range of inpatient and outpatient services, including, but not
- limited to, surgery, rehabilitation, therapy and clinical laboratories. Long:term acute cdre hospitals provide
inpatient services for patients with complex medical conditions that require more intensive care, monitoring or
emergency support than that available in'most skilled nursing facilities. Other specialty care hospitals provide
specialized inpatient and outpatient care for specific 1llncsses or dlseases including, among others orthoped1c and
neurologlc care. . v .

[ . . . Loy

Medical Oﬂice Buildings

Medical ofﬁcc buxldmgs are ofﬁce and cllmc facilities, often located near hospltals or on hospatal campuses
spec1fically constructed and designed for the use of physicians and other health care personnel to provide services to
their patients. They may also include ambulatory surgery centers that are used for general or specialty surglcal
procedures not requiring an overnight stay in a hospital. Medical office bu1ldmgs typically contain sole and group
physician practices and may provide laboratory and other patient services.

[nvestments o
- L

. We invest across the full spectrum of senior housing and health care. real estatc We dwemfy our investment
portfolio by property type, operator/tenant and geographic location. In determining whether to invest in a property,
we focus on the following: (1) the experience of the tenant’s or borrower’s management team; (2) the historical and
projected financial and operational performance of the property; (3) the credit of the tenant or borrower; (4) the
security for the lease or loan; and (5) the capital committed to the property by the tenant or borrower. We conduct
market research and analysis for all potential investments. In addition, we review the value of all properties, the
interest rates and covenant requirements of any debt to be assumed and the anticipated sources of repayment of any
existing debt that is not to be assumed. S ) S - .

We monitor our investments through a variety of methods determined by the type of p'roperty and operator/
tenant. Our asset management process generally includes review of monthly financial statements and other
operating data for each property; periodic review of obligor creditworthiness, periodic property inspections and
review of covenant compliance relating to hcensure real estate taxes, letters of credit and other collateral. In
monitoring-our portfolio, our personnel use a proprietary database to collect and analyze, property-specific data.
Additionally, we conduct extensive research to ascertain industry. trends and risks. , v

Through asset management and research, we evaluate the operating environment in each property’s ma‘rke't: to
determine whether payment risk is likely to increase. When we identify unacceptable levels of payment risk, we
seek to mitigate, eliminate or transfer the risk. We categorize the risk as obligor, property or market risk. For obligor
risk, we typically find a substitute operator/tenant to run the property. For property risk, we usually work with the
operatorftenant to institute property-level management changes to address the risk. Finally, for market risk, we often
encourage an obligor to change its capital structure, mcludmg refinancing the property or raising additional equity.
Through these asset management and research efforts, we are generally able to intervene’at an early stage to address
payment risk, and in so doing, support both the qollecllb;!xty of revenue and the value of our investment.

Depending upon market conditions, we believe that.new investments will be available in the future with
spreads over our cost of capital that will generate appropriate returns to our stockholders. \ v
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.Investment Properties - )

Our investment properties are those in which we do not participate in the management of the property and are
primarily land, building, improvements and related rights that are leased to operators under long-term operatmg
leases. The net value of our investment properties aggregated approximately $2,823,331,000 at December 31, 2006.
The leases generally have a fixed contractual term of 12 to 15 years and contain one or more five to 15-year renewal
options. Most of our rents are received under triple-net leases requiring the operator to pay rent and all additional
charges incurred in the operation of the leased property. The tenants are required to repair, rebuild and maintain the
leased properties. Substantially all of these operating leases are designed with either fixed or contingent escalating
rent structures. Leases with fixed annual rental escalators are generally recognized on a straight-line basis over the
initial lease period, subject to a collectibility assessment. Rental income related to leases with contingent rental
escalators is generally recorded based on the contractual cash rental payments due for the period.

At December. 31, 2006, 86% of our investment properties were subject to master leases. A master lease is a
lease of multiple properties to one tenant entity under.a single lease agreement. From time to time, we may acquire
additional properties that are then leased to the tenant under the master lease. The tenant is required to make one
monthly payment that represents rent on all the properties that are subject to the master lease. Typically, the master
lease tenant can exercise its right to purchase the properties or to renew the master lease only with respect to all
leased properties at the same time. This bundling feature benefits us because the tenant cannot limit the purchase or
renewal to the better performing properties and terminate the leasing arrangement with respect to the poorer
performing propemes This spreads our risk among the entire group of properties within the master lease. The
bundling feature may provnde a similar advantage if the master lease tenant is in bankruptcy. Subject to certain
restrictions, a debtor in bankruptcy has the right to assume or reject each of its leases. It is our intent that a tenant in
bankruptcy would be requ1rcd to assume or reject the master lease as a whole, rather than deciding on a property by
property basis. :

v

We currently provide for the construction of properties for tenants as part of long-term operating leases. We
capitalize certain interest costs associated with funds used to pay for the construction of properties owned by us. The
amount capitalized is based upon the amount advanced during the construction period using the rate of interest that
approximates our cost of financing. Qur interest expense is reduced by the amount capitalized. We also typically
charge a transaction fee at the commencement of construction. The construction period commences upon funding
and terminates upon the earlier of the completion of the applicable property or the end of a specified period. During
the construction period, we advance funds to the tenants in accordance with agreed upon terms and conditions
which require, among other things, site visits by a Company representative prior to advancement of funds. During
the construction period, we generally require an additional credit enhancement in the form of payment and
performance bonds and/or completion guaranties. At December 31, 2006, we had outstanding construction
investments of $138,222,000 and were committed to providing additional funds of approximately
$342,754,000 to complete construction.

Hospital Affiliates Development Corporation (“HADC”) is a taxable REIT subsidiary of the Company that
was incorporated in 1989 in Indiana. The primary objective of HADC is to develop quality specialty medical
properties for the Company, but HADC also provides a select amount of these services for third-parties, especially
those that are expected to be a source of long-term relationships and potential property acquisitions. HADC
develops and constructs new “build-to-suit” and multi-tenant facilities. HADC earns fees from third-parties by
providing services such as property development, facility planning, medical equipment planning and implemen-
tation services, leasing services and property management. As a taxable REIT subsidiary, HADC pays income taxes
at regular corporate rates on its taxable income.

Operating Properties

Our operating properties are those in which we are responsible for the property and are typically multi-tenant
medical office buildings that are leased to multiple health care providers (typically hospitals and physician
practices) under a gross, modified gross or triple-net lease structure. Under a gross or modified gross lease, all or a
portion of our operating expenses are not reimbursed by tenants. Accordingly, we incur certain property operating
expenses, such as real estate taxes, repairs and maintenance, property management fees, utilities and insurance. At
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December 31, 2006, 39% of our owned medical office buildings are managed by-a third party property management
company. At December 31, 2006, 36% of our operating property leases are leased to multiple tenants under gross or
modified gross leases pursuant to which we are responsible for certain operating expenses. Substantially all of our
leases at operating properties include annual base rent escalation clauses that are either predetermined fixed
increases or are a function of an inflation index, and typically have an initial term ranging from one to 20 years, with
a weighted average remaining term of approximately five years as of December 31, 2006. Operating property leases
are normally credit enhanced by guaranties and/or letters of credit. The net value of our operating properties
aggregated approximately $974,298,000 at December 31, 2006.

Mortgage Loans

Our investments in mortgage loans are typically structured to provide us with interest income, principal
amortization and transaction fees and are generally secured by a first or second mortgage lien or leasehold
mortgage. At December 31, 2006, we had outstanding mortgage loans of $177,615,000. The interest yield
{excluding any loans on’ non-accrual) averaged approximately 9.0% per annum on our outstanding mortgage
loan balances. Our yield on mortgage loans depends upon a number of factors, including the stated interest rate,
average principal amount outstanding during the term of the loan and any interest rate adjustments. The mortgage
loans outstanding at December 31, 2006 are generally subject to three to 20-year terms with principal amortization
schedules and/or balloon payments of the outstanding principal balances at the end of the term. Typically, mortgage
loans are cross-defaulted and cross-collateralized with other mortgage loans, operating leases or agreements
between us and the obligor and its affiliates. ‘

Working Capital Loans

Working capital loans are generally either unsecured or secured by the obligor’s leasehold rights, corporate
guaranties and/or personal guaranties. These loans have terms generally ranging from three months to ten years. At
December 31, 2006, we had outstanding working capital loans of $16,833,000. The average interest yield
(excluding any loans on non-accrual) was approximately 8.7% per annum on our outstanding working capital
loan balances. At December 31, 2006, we had provided working capital loans to nine obligors. i

Equity Investments o )

Equity investments consist primarily of investments in private companies where we do not have the ability to
exercise influence. Under the cost method of accounting, investments in private companies afe carried at cost and
are adjusted only for other-than-temporary declines in fair value, distributions of earnings and additional invest-
ments. For investments in public companies, if any, that have readily determinable fair market values, we classify
our equity investments as available-for-sale and, accordingly, record these investments at their fair market values
with unrealized gains and losses included in accumulated other comprehensive income, a separate component of
stockholders’ equity. These investments represent a minimal ownership interest in these companies. In connection
with the Windrose merger, we assumed a $1,000,000 investment in an unconsolidated subsidiary that holds trust
preferred securities and is accounted for under the cost method.

Segment Reportling

Our business consists of two business segments — investment properties and operating properties. For
additional inforiation regarding business segments, see Note 18 to our audited consolidated financial statements,

Borrowing Policies

We utilize 'a Gombination of debt dnd equity to fund the purchase of new properties and to provide loan
financing. Our debt and equity levels are determined by management to maintain a conservative credit profile.
Generally, we intend to issue unsecured, fixed rate public debt w1th long-term maturities to approximate the
maturities on our leases and loans. For short-term purposes, we may ‘borrow on our unsecured lines of credit
arrangements. We replace these borrowings with long-term capital such as senior unsecured notes, common stock
or preferred stock. When terms are deemed favorable, we may invest in properties subject to existing mortgage
indebtedness. In addition, we may obtain secured financing for unleveraged properties in which we have invested or
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may refinance properties acquired-on a leveraged basis. It.is our intent to limit secured indebtedness. In our
agreements with our lenders, we are subject to restrictions with respect to secured and unsecured indebtedness.

Customer Concentrations -

The following table summarizes certain information about our customer concentrations as of Dccember 31,
2006 (dollars in thousands)

Number of _ - Total Percent of
Properties Investment(1})  Investment(2)

Concentration by investment:

Emeritus Corporation. . ....... I . S0 $ 353,641 5%
Brookdale Senior Living Inc. ................... L8t 284,161 7%
Home Quality Management, Imc. ........... N 37 244,449 6%
Life Care Centers of America, Inc... .......... e 26 238,610 . 6%
Merrill Gardens LL.C. ......................... 13 183,841 . 4%
Remaining portfolio. . . . . . e 365 2828047 ' 68%
Totals . ..o e 578 $4,132,749 100%
Number of . =~ Total Percent of
Properties Revenue(3) Revenue
Concentration by revenue(4): . .
Emeritus Corporation. . . .. ..... e e 50 $ 36,878 11%
_ Brookdale Senior Living Inc. . . . . . ST .87 33,581 0% -
~ Home Quality Management, Inc. .. ................ 37 27,318 8%
Life Care Centers of America, Inc. ................ 26 23,261 : 7%
Delta Health Group, Inc. .. ... ...............u... ’ 25 22,861 © 7%
Remaining portfolio. . .......................... 353 180,565 T 56%
Other inCOmMe . ... ittt et e e n/a 3,924 _1%
Totals . ... R 578 $328,388 100%

(1) Invesunents include real estate investments and credit enhancements which amounted to $4,130,299,000 and $2,450,000, respecﬁveiy.
(2) Investments with our top five customers comprised 41% of total investments at December 31, 2005.
(3) Revenues inciude gross revenues and revenues from discontinued operations for the year ended December 31, 2006.

(4) Revenues from cur top five customers were 43% and 46% for the \ years ended December 31, 2005 and 2004, respectively, Al of our top five
customers are in our investment properties segment. ‘

Competition

We compete with other real estate investment trusts, real estate partnerships, banks, insurance companies,
finance companies, government-sponsored agencies, taxable and tax-exempt bond funds and other investors in the
acquisition, development, leasing and financing of health care and senior housing properties. We compete for
investrents based on a number of factors including rates, financings offered, underwriting criteria and reputation.
The operators/tenants of our properties compete on a local and regional basis with operators/tenants of properties
that provide comparable services. Operatorsllenants compete for patients and residents based on a number of factors
including quality of care, reputation, phy51cal appearance of properties, services offered, famﬂy preferences,
physicians, staff and price. We also face competition from other health care facilities for tenants, such as physicians
and other health care providers, that provide comparable facilities and services. -

Employees
. As of December 31 2006, we employed 113 full-time employees. .
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Certain Government Regulations R

Health Law Matters — Generally

. We invest in assisted living, skilled nursmg, 1ndependent lwmg facnlmes/contmumg care retirement com-
munities, medical office buildings and specialty care facilities, which represented approximately 25% 34%, 13%,
22% and 6%, respectively, of our investments at December 31, 2006.

Typlcally, operators of assisted lmng and independent living facilities do not receive significant funding from
governmental programs and are regulated by the states, not the federal government. Operators of skilled nursing and
specialty care facilities are subject to federal and state laws that regulate the type and quality of the medical and/or
nursing care provided, ancillary services (e.g., respiratory, occupational, physical and infusion therapies), qual-
ifications of the administrative personnel and nursing staff, the adequacy of the physical plant and equipment,
distribution ‘of pharmaceuticals reimbursement and rate, setting and operating policies In addition, as described
below, some of our property operators are subject to extensive laws and regulations pertaining to health care fraud
and‘abuse, mcludmg kickbacks, physician self-referrals and false claims. Hospitals, physician group practtce
cl1mcs and other health ¢ care facilities in our portfolto are subject to extensive federal, state and local licensuré,
certrﬁcatlon and i mspectron laws and regulations. Our tenants’ failure to comply with any of these laws could result
in'loss of accreditation, denial of reimbursement, imposition of fines, suspension or decertification from federal and
state health care programs, loss of license or closure of the facility.

chensmg and Certtﬁcatwn

The primary regulations that affect assisted living facrlmes are the states’ licensing laws..In granting and
renewing these licenses, the regulatory authorities consider numerous factors relating to a property’s physical plant
and operations including, but not limited to, admission and discharge standards and staffing and training. A decision
to grant or renew a license is also affected by a propeny s record with respect to consumer nghts and medlcatlon
guidelines and rules - : L .

Generally, our sktlled nursing and specialty care facilities are requ1red to be licensed on an annual or bi- armual
basis and to be certified for participation in the Medicare and Medicaid programs. The failure of our operators to
maintain or renew any required license or regulatory approval or the failure to correct serious survey deficiencies
could prevent them from continuing operations at a property. In addition, if a property is found out of compliance
with the conditions of participation in Medicare, Medicaid or other health care programs, the property may be

barred from participation in government reimbursement programs. Any of these occurrences may impair the ability
" of our operators to meet their obligations to us. If we have to replace a property operator, our ability to replace the
operator may be affected by federal and state rules and policies governing changes, in control. This may result in
payment delays an inability to find a replacement operator, a sngmﬁcant working capltal commitment from us to a
new operator. or other difficulties.

LI Lt
'
P

Reimbursement ' ' .

Assisted Living Facilities. Approximately 33% of our revenues for the year ended December 31, 2006, were
attributable to assmted living facrlmes The majority of the revenues received by the opérators of our assisted living
facilities are fromj prtvate pay sources. The remaining revenue source is primarily Medicaid waiver programs. As a
_ part of the Omnibus Budget Reconciliation Act (*OBRA™) of 1981, Congress established a waiver program
enabling some states to offer Medicaid reimbursement to assisted living facilities as an alternative to institutional
long-term care services. The provisions of OBRA and the subsequent OBRA Acts of 1987 and 1990 permit states to
seek a waiver from typical Medicaid requirements to develop cost-effective alternatives to long-term care, including
Medicaid payments for assisted living and home health. At December 31, 2006, seven of our 25 assisted living
operators received Medlcard reimbursement pursuant 1o Medicaid waivers programs. For the twelve months ended
September 30, 2006 approxtmately 13% of" the revenues at our asswted living facilities were from Medicaid

retmbursement 0
H b S

‘Rates pard by self-pay res1dents are set by the facnhtres and are largely determined by local market conditions
and operating costs. Genérally, facilities receive a higher payment per day for a private pay resident than for a
Medicaid beneficiary who requires a comparable level of care. The level of Medicaid reimbursement varies from
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state to state. Thus, the revenues generated by operators of our assisted living facilities may be adversely affected by
payor mix, acuity level, and changes in Medicaid eligibility and reimbursement levels. In addition, a state could lose -
its Medicaid waiver and no longer be permitted to utilize Medicaid dollars to reimburse for assisted living services.
Changes in revenues could in turn have a material adverse effect on'an operator’s ability to meet its obligations to us.

Skilled Nursing Facilities and Specialty Care Facilities.  Skilled nursing and specialty care facilities typically
receive most of their revenues from Medicare and Medicaid, with the balance representing private pay, including
private insurance. Consequently, changes in federal or state reimbursement policies may also adversely affect an
operator’s ability to cover its expenses, including our rent or debt service. Skilled nursing and specialty care
facilities are subject to periodic pre-,and post-payment reviews and other audits by federal and state authorities. A
review or audit of claims of a property operator could result in recoupments, denials or delays of payments in the
future, which could have a material adverse effect on the operator’s ability to meet its obligations to us. Due to the
significant judgments and estimates inherent in payor settlement accounting, no assurance can be given as to the
adequacy of any reserves maintained by our property operators for potential ad_]ustments to relmbursements for
payor settlements. Due to budgetary constraints, governmental payors may limit or reduce’ payments to skilled
nursmg and specialty care facilities. As a result of government relmbursement programs being subject to such
budgetary pressures and legislative and administrative actions, an operator s ability to meet its obligations to us may
be significantly impaired.

Medicare Reimbursement and Skilled Nursing Facilities. For the twelve months ended September 30, 2006,
approximately 29% of the revenues at our skilled nursing facilities (which comprised 48% of our revenues for the
year ended December 31, 2006) were from Medicare reimbursement. In an effort to reduce federal spending on
health care, the Balanced Budget Act of 1997 (“BBA”) fundamentally altered Medicare payment methodologies for
skilled nursing facilities by mandating the institution of the skilled nursing property prospective payment system.
The prospective payment system caused Medicare per diem reimbursement for skilled nursing property services to
decrease. The reductions in Medicare payments resulted in immediate financial difficulties for. skilled nursing
facilities and caused a number of operators to seek bankruptcy protection. The federal government subsequently
passed legislation to lessen the negatwe ﬁnancnal tmpact from the prospective payment system. These payment
increases hdve since expired.

Skilled nursing facilities received a 3.1% inflationary market basket increase in Medicare payments for federal
fiscal year 2007, which represents $560 million of additional Medicare spending. However, Section 5004 of the
Deficit Reduction Act of 2005 (“DRA”) reduced Medicare reimbursement to skilled nursing facilities for bad debt
costs. Section 5008 of the DRA directs the Secretary {as defined in that statute) to conduct a demonstration program
beginning January 1, 2008 assessing the costs and outcomes of patients discharged from hospitals in a variety of
post-acute care settings, including skilled nursing facilties, home care and other settings. The outcome of that
demonstration program could lead to significant changes in Medicare coverage and reimbursement for post-acute
care. It is not known how either the demonstration program, or as yet unannounced changes in Medicare
reimbursement, might impact tenants of the Company’s properties.

The moratorium on the therapy caps for Part B outpatient rehabilitation services, which had applied through
December 31, 2005, expired. The therapy caps were mandated by the BBA. The annual payment cap of $1,780 per
patient applies to occupationa! therapy and a separate $1,780 cap applies to speech and physical therapy. Patients
exceeding the cap will be able to obtain additional Medicare coverage through a waiver program if the therapy is
deemed medically necessary; however, the program is set 1o expire in December 2007, Otherwise, the patient would
need to use private funds to pay for the cost of therapy above the caps.

Medicare Reimbursement and Spec:alry Care Facilities. For the twelve months ended September 30, 2006
approximately 59% of the revenues at our specialty care facilities (which comprised 5% of our revenues for the year
ended December 31, 2006) were from Medicare. Spemalty care facilities generally are relrnbursed by Medicare
under either the diagnosis related group prospective payment system reimbursement methodology for inpatient
hospitals, or the long-term acute care hospital prospective payment system for long-term-acute care hospitals. Acute
care hospitals provide a wide range of inpatient.and outpatient services including, but not limited to, surgery,
rehabilitation, therapy and clinical laboratories. Long-term acute care hospitals provide inpatient services for
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patients with complex medical conditions that require more intensive care, monitoring or emergency support than
that available in most skilled nursing facilities. - I

Wlth respect 'to Medlcare s diagnosis related grouploutpatlent prospective payment system methodology for
regular hospltals reimbursement for inpatient services is on the basis of a fixed, prospective rate based on the
principal diagnosis of the patient. Diagnoses are grouped into more than 500 diagnosis related groups. In some
cases, a hospital might be able to qualify for an outlier payment if the hospital’s losses exceed a threshold.

. Medtcatd Reimbursement. ‘Medicaid is'a major payor source for residents in our skilled nursing and specialty
care facilities. For the twelve months ended Septémber 30, 2006, approximately 53% of the revenues of our skilled
nursing facilities and 25% of the revenues of our specialty care facilities were attributable to Medicaid payments.
The’ federal governrnenl and the states share responsibility for financing Medicaid. The federal matching rate,
known as the Federal Medical Assistance Percentage, varies by state based on relative per capita income. On
average, Medlcard is the largest component of total state spending, representing approximately 22.2% of total state
spendmg The percentage of Medicaid dollars used for long-term care varies from state to state due in part to
different ratlos of elderly population and eligibility requirements. With certain federal guidelines, states have a wide
range of discretion to determine Bllglbﬂlty and reimbursement methodology. Many states reimburse long-term care
facilities using fixed daily rates, which are apphed prospectrvely based ‘on patient acuity and the hlstorlcal costs
mcurred in providing panent care. Reasonable costs typically include allowances for stafﬁng, admrmstratrve and
genera] and property and equrpment (e.g., real estate taxes, deprecmtron and fair rental).

~In most states Medicaid does not fully reimburse the cost of providing skilled nursing services. Certam states

are attemptlng.to slow:the rate of growth in Medicaid expenditures by freezing rates or restricting eligibility and

benefits. States-in which we have skilled- nursing property investments increased their per diem Medicaid rates

roughly 3.5% on average for fiscal year 2007, Four of our states effectively froze rates in fiscal year 2007, which

impacts proﬁtability to the extent that expenses continue to rise. In addition, Medicaid rates may decline if revenues
-in a particular state a.re not sufficient.to fund budgeted expendltures

The Medicare Pan D drug beneﬁt became effective January 1, 2006, The direct impact on nursing facilities is
that residents dually elrgrble for Medicare (and enrolled in one of the new Part D Plans) and Medicaid now receive
reimbursement for drugs through Medicare Part D rather than through Medicaid. Participants began enrolling in the
new Part D prescription- drug- plans ‘on November *15, 2005. Part D will result in increased administrative
responsibilities for nursing home operators: because residents have the choice of multiple prescription drug plans.
Operators may also experience increased expenses to the extent that patients’ d:ugs are not:covered by their
prescription drug plan formulary. .

The reimbursement methodologies applied to health care facilities continue to evolve. Federal and state
authorities have considered and may seek to implement new or-modified reimbursement methodologies that may
negatively impact health care property operations. The impact of any such change, if implemented, may resultin a
material adverse effect on our skilled nursing and specialty care property operations. No assurance can be given that
current revenue sources or levels will be maintained. Accordingly, there can be no assurance that payments under a
government reimbursement program re currently, or will be in the future, sufficient to fully reimburse the property
operators for their operating and caplta] expenses As a result an operator’s ability to meet its obllgatlons tous could
be adversely 1mpacted T _ - - s

Other Related Laws '~ . . .

Skilled nursing and specialty.care facilities (and assisted living facilities that receive Medicaid payments) are
subject to federal, state and local laws and regulations that govern the operations and financial and other
arrangements that may be entered into by health care providers. Certain of these laws prohibit direct or indirect
payments of any kind for the purpose of inducing or encouraging the referral of patients for medical products or
services reimbursable by governmental programs. Other laws require providers to furnish only medically necessary
services and submit to the government valid and accurate statements for each service. Still other laws require
providers to comply with a variety of safety, health and other requirements relating to the condition of the licensed
property. and the quality of care provided. Sanctions for violation of these laws and regulations may include, but are
not limited.to, criminal and/or civil penalties and fines and a loss of licensure and immediate termination of
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governmental payments. In certain circumstances;. violation of these rules (Such as those prohibiting abusive and
fraudulent behavior) with respect to one property may subject other facilities under common control or ownership to
sanctions, including disqualification from participation in the Medicare and Medicaid programs. In the ordmary
course of its business, a property operator is regularly subjected to inquiries, investigations and audlts by federa] and
state agencies that oversee these laws and regulations.

Each skilled nursing and specialty care property (and any assisted living property that receives Medicaid
payments) is subject to the federal anti-kickback statute that generally prohibits persons from offering, providing,
soliciting or receiving remuneration to induce either the referral of an individual or the furnishing of a good or
service for which payment may be made under a federal health care program such as the Medlcare and Medlcald
programs. Skilled nursing and specialty care facilities are also subject to the federal Ethics i in Patlent Refertal Act of
1989, commonly referred to as the Stark Law. The Stark Law generally prohibits the submlssum of claims to
Medicare for payment if the claim results from a physwlan referral for certain designated services and the physician
has a financial relationship with the health service provider that does not qualify under one of the exceptions for a
financial relationship under the Stark Law. Similar prohibitions on phy51c1an self-referrals and submission of clmms
apply to state Medicaid programs. Further, skilled nursing and specialty care facilities (and assisted living facﬂltles
that receive Medicaid payments) are subject to substantial financial penalties under the Civil Monetary Penaltles
Act and the False Claims Act and, in particular, actions under the False Claims Act’s “whistleblower” prov1snons
Private enforcement of health care fraud has increased due in large part to amendments to the False Claims Act that
_ encourage private individuals to suc on behalf of the government. These whistleblower suits by private mdmduals
known as qui tam actions, may be filed by almost anyone, including present and formér patients, nurses and ‘other
employees. Recent action under the federal False Claims Act have asserted claims for treble damages: and up to
$11,000 per claim on the basis of the alleged failure of a property to meet applicable regulations relating to the
operation of the property. Prosecutions, investigations or qui tam actions could have a material adverse effect on a
property operator’s liquidity, financial condition and results of operations which could adversely affect the ability of
the operator to meet its obligations to us. Finally, various state false claim and anti-kickback taws also may apply to
each property operator. Violation of any of the foregoing statutes can result in criminal and/or c1v11 penalties that
could have a material adverse effect on the ability of an operator to meet its obllgatlons to us

The Health Insurance Portability and Accountablhty Act.of 1996, which became effective January 1, 1997
greatly expanded the definition of health care fraud and related offenses and broadened its scope to include private
health care plans in addition to government payors. It also greatly increased funding for the Department of Justice,
Federal Bureau of Investigation and the Office of the Inspector General of the Depanmenl of Health and Human
Services to audit, investigate and prosecute suspected health care fraud. Calir '

Additionally, the administrative simplification provisions of this: law provide’ for communication of health
information through standard electronic transaction formats and for the privacy and security of health information.
In order to comply wnh the regulations, health care prov:ders must undergo 51gmﬁcant operational and techmcal
changes. . Y . :

. o - . i . - : :
Finally, government investigation and enforcement of health care laws has increased dramatically over the past
several years and is expected to continue. Some of these enforcement actions represent novel legal theories and
expansions in the application of false claims laws. The costs for an operator of a health care property associated with
both defending such enforcement actions and the undertakings in settlement agreements can be substantial and
could have a material adverse effect on the ability of an operator to meet its obligations to us.

Vot

Environmental Laws

' w4

A wide variety of federal, state and local environmental and occupational health and -safety laws and
regulations affect health care facility operations or special medical properties. Under various federal, state and
local environmental laws, ordinances and regulations, an owner of real property or a secured lender (such as the
Company) may be liable for the costs of removal or remediation of hazardous or toxic substances at, under or
disposed of in connection with such property, as well as other potential costs relating to hazardous. or toxic
substances {including government fines and damages for injuries to persons and adjacent property). The cost of any
required remediation, removal, fines or personal or property damages and the owner’s or secured lender’s liability
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therefor could exceed the.value of the property, and/or the assets of the owner or secured lender. In addition, the
presence of such substances, or the failure to properly dispose of or remediate such substances, may adversely affect
the owner’s ability. to sell or rent such property or to borrow using such property as collateral which, in turn, would
reduce our revenue.

Taxation

Federal Ineome‘ Tax Cnnsiderati_ons

The following summary of the taxation of the Company and the material federal tax consequences to the
holders of our debt and equity securities is for general inforination only and is not tax advice. This summary does
not address all aspects of taxation that may be relevant to certain types of holders of stock or securities (including,
but not limited to, insurance companies, tax-exempt entities, financial institutions or broker-dealers, persons
holding shares of common stock as part of a hedging, integrated conversion, or constructive sale transaction or a
straddle, traders in securities that use a mark-to-market method of accounting for their securities, investors in pass-
through entities and forelgn corporatlons and persons who are not citizens or residents of the United States).

This summary does not discuss a]l of the aspects of U.S. federal income taxation that may be relevant to you in
light of your particular investment or other circumstances. In addition, this summary does not discuss any state or
local income taxation or foreign income taxation or other tax consequences. This summary is based on current
U.S. federal income tax law. Subsequent developments in U.S. federal income tax law, including changes in law or
differing mterpretauons which may be applied retroactively, could have a material effect on the U.S. federal
income tax consequences of purchasing,’owning and disposing of our securities as set forth in this summary. Before
you purchase our securities, you should consult your own tax advisor regarding the particular U.S. federal, state,
local forelgn and other tax consequences of acqumng, owning and selling our securities.

General

" We elected tobe taxed as a real estate mvestment trust {or “REIT”) commencing with our first taxable year. We
intend to continue to operate in such a manner as to qualify as a REIT, but there is no guarantee that we will qualify
or remain qualified as a REIT for subsequent years. Quahﬁcanon and taxation as a REIT depends upon our ability to
meet a variety of qualification tests imposed under federal income tax law with respect to income, assets,
distribution level and diversity of share ownership as discussed below under * " There
can be no assurance that we will be owned and organized and will operate in a manner so as to qualify or remain
qualified.-

In any year in which we quahfy as a REIT, in general we will not be subject to federal income tax on that
portion of our REIT taxable income or capltal gain that is distributed to stockholders. We may, however, be subject
to tax at normal corporate rates on any taxable income or capital gain not distributed. If we elect to retain and pay
income tax on our net long-term capital gain, stockholders are required to include their proportionate share of our
undistributed long-term capital gain in lncome but they will receive a refundable credlt for their share of any taxes
paid by us on such gain.

Despite the REIT election, we may be subject to federal income and excise tax as follows:’

+ Totheextent that we do not dlstrlbute all of our net capital gain or distribute at least 90%, but less than 100%,
of our “REIT laxable income,” as adjusted we will be subject to tax on the undistributed amount at regutar
corporate tax rates; ‘ N

*» We may be subject to the “alternative minimum tax” on certain items of tax preference to the extent that this
tax exceeds our regular tax;

..+ If we have net income from the sale or other disposition of “foreclosure property” that is held primarily for
sale to.customers in the ordinary course of business or other non-qualifying income from foreclosure

roperty, we will be subject to tax "at the highest corporate rate on this income;
propery. ) g p
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* Any net income from prohibited transactions (which are, in general, sales or other dispositions of property
held primarily for sale to customers in the ordinary course of business, other than dispositions of foreclosure
property and dispositions of property due to an involuntary conversion) will be subject to a 100% tax;

+ If we fail to satisfy either the 75% or 95% gross income tests (as discussed below), but nonetheless maintain
our qualification as a REIT because certain other requirements are met, we will be subject to a 100% tax on
an amount equal to (1} the gross income attributable to the greater of (i) 73% of our gross income over the
amount of qualifying gross income for purposes of the 75% gross income test (discussed below) or (ii) 95%
of our gross income (90% of our gross income for taxable years beginning on or before October 22,
2004} over the amount of qualifying gross income for purposes of the 95% gross income test (discussed
below) multiplied by (2) a fraction intended to reflect our proﬁtability;

« If we fail to distribute during each year at least the sum of (1) 85% of our REIT ordinary income for the year,
(2) 95% of our REIT capital gain net income for such year (other than capital gain that we elect to retain and
pay tax on) and (3) any undistributed taxable income from preceding periods, we will be subject to a 4%

excise tax on the excess of such required distribution over amounts actually dlsmbuted and
4

» We will also be subject to a tax of 100% on the amount of any rents from real property, deductions or excess
interest paid to us by any of our “taxable REIT subsidiaries” that would be reduced through reallocation
under certain federal income tax principles in order to more clearly reflect income of the taxable REIT
subsidiary. See “— Qualification as a REIT — Investments in Taxable REIT Subsidiaries.”

If we acquire any assets from a corporation which is or has been a “C7 corporation in a carryover basis

transaction, we could be liable for specified liabilities that are inherited from the “C”, corporation. A “C”
corporation is generally defined as a corporation that is rcqmred to pay full corporate level federal income tax.

If we recognize gain on the disposition of the assets during the ten-year period begmnmg on the date on which the
assets were acquired by us, then to the extent of the assets” “built-in gain” (i.., the excess of the fair market value of
the asset over the adjusted tax basis in the asset, in each case determined as of the beginning of the ten-year period),
we will be subject to tax on the gain at the highest regular corporate rate applicable. The results described in this
paragraph with respect to the recognition of built-in gain assume that the built-in gain assets, at the time the built-in
gain assets were subject to a conversion transaction (either where a “C” corporanon elected REIT status or a REIT
acquired the assets from a “C” corporation), were not treated as sold to an unrelated party and gain rccogmzed

Qualification as a REIT

A REIT is defined as a corporation, trust or association:
(1) which is managed by one or more trustees or directors;

(2) the beneficial ownership of which is evidenced by transferable shares or by transferabié certificates of
beneficial interest;
(3} which would be taxable as a domestic corporation bat for the federal income tax law relating to REITs;

{(4) which is neither a financial lﬂStlIUliOﬂ nor an insurance company;

(5) the beneficial ownership of which is held by 100 or more persons in each taxable year of lhe REIT except
for its first taxable year;

{6} not more than 50% in value of the outstanding stock of which is owned during the last half of each taxable
year, excluding its first taxable year, directly or indirectly, by or for five or fewer 1nd1v1duals {(which
includes certain entities) (the “Five or Fewer Requirement™); and

{7) which meets certain income and asset tests described below.

Conditions (1) to (4), inclusive, must be met during the entire taxable year and condi'tiori (5) must be met

during at least 335 days of a taxable year of 12 months or during a proportionate part of a taxable year of less than
12 months: For purposes of conditions (5) and (6), pension funds and certain other tax-exempt entities.are treated as
individuals, subject to a “look-through™ exception in the case of condition (6).
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Based on publicly available information, we believe we have satisfied the share ownership requirements set
forth in (5) and (6) above. In addition, Article VI of our Amended and Restated By-Laws provides for restrictions
regarding ownership and transfer of shares. These restrictions are intended to assist us in continuing to satisfy the
- share ownership requirements described in (5) and (6) above. These restrictions, however, may not ensure that we
will, in all cases, be able to satisfy the share ownership requirements described in (5) and (6) above.

We have complied with, and wili continue to comply with, regulatory rules to send annual letters to certain of
our stockholders requestmg information regarding the actual ownership of our stock. If despite sending the annuat
letters, we do not know, or after exercising reasonable diligence would not have known, whether we failed to meet
the Five or Fewer Reqmrement we will be treated as having met the Five or Fewer Requirement. If we fail to
comply with these regulatory rules, we will be subject to a monetary penalty. If our failure to comply was due to
intentional disregard of the requirement, the penalty would be increased. However, if our failure to comply were due
to reasonable cause and not willful-neglect, no penalty would be imposed.

We may own a number of properties through whoily owried subsidiaries. A corporation will qualify as a
“qualified REIT subsidiary” if 100% of its stock is owned by a REIT and the REIT does not elect to treat the
subsidiary as a taxable REIT subsidiary. A “qualified REIT subsidiary” will not be treated as a separate corporation,
and all assets, liabilities and items of income, deductions and credits of a “qualified REIT subsidiary” will be treated
as assets, liabilities -and items (as the case may be) of the REIT. A “qualified REIT subsidiary” is not subject to
federal income tax, and our ownership of the voting stock of a qualified REIT subsidiary will not violate the
restrictions against ownership of securities of any one issuer which constitute more than 10% of the value or total
voting power of such issuer or more: than 5% of the value of our total assels ‘as described bclow under “— Asset
Tests.” ' ‘ : :

. If we invest in a partnership, a limited liability company or a trust taxed as a partnership or as a disregarded
entity, we will be deemed to own a proportionate share of the partnership’s, limited liability company’s or trust’s
assets. Likewise, we will be treated as receiving our share of the income and loss of the partnership, limited liability
company or trust, and the gross income will retain the same character in our hands as it has in the hands of the
partnership, limited liability company or trust. These “look-through” rules apply for purposes of the income tests
and assets tests descnbed below.

Income Tests. There are two separate percentage tests relating to our sources of gross income that we must
satisfy for each taxable year.

» At least 75% of our gross income (excluding gross income from certain sales of property held primarily for
sale) must be directly or indirectly derived each taxable year from “rents from real property,” other income
from investments relating to real property or mortgages on real property or certain income from qualified
temporary investments.

. At least 95% of our gross income (excluding gross income from certain sales of property held primarily for
sale) must be dlrectly or indirectly derived each taxable year from any of the sources qualifying for the 75%
gross income test and from dividends (including dividends from taxable REIT subsidiaries) and interest.

For taxable years begmmng on or before October 22, 2004, (1) payments to us under an interest rate swap or
cap agreement option, futures contract, forward rate agreement or any similar financial instrument entered into by
us to reduce interest rate risk on indebtedness incurred or to be incurred and (2) gain from the sale or other
dlsposmon of any such investment are treated as income qualifying under the 95% gross income test. As to
transactions entered into in taxable years beginning after October 22, 2004, any, of our income from a “clearly
identified” hedging transaction that is entered into by us in the normal course of business, directly or indirectly, to
manage the risk of interest rate movements, price changes or currency fluctuations with respect to borrowings or
obligations incurred or to be incurred by us, or such other risks that are prescribed by the Internal Revenue Service,
is excluded from the 95% gross income test. In general, a hedging transaction is “clearly identified” if (1) the
transaction is identified as a hedging transaction before the end of the day on which it is entered into and (2) the
items or risks being hedged are identified “substantially contemporaneously” with the hedging transaction. An
identification is not substantially conternporaneous if it is made more than 35 days after entering into the hedging
transaction.
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Rents received by us will qualify as “rents from real property” for purposes of satisfying the gross income tests
for a REIT only if several conditions are met: s ‘

« The amount of rent must not be based in whole or in part on'the income or profits r)f an)r berson ziithough
rents generally will not be excluded merely because they are based on a fixed percentage or percentages of
receipts or sales.

* Rents received from a tenant will not qualify as rents from real property if the REIT, or an owner of 10% or
more of the REIT, also directly or constructively owns 10% or more of the tenant, unless the tenant is our
taxable REIT subsidiary and certain other requirements are met with respect to the real property being
rented.

* If rent attributable to personal property leased in connection with a lease of real property is greater than 15%
of the total rent received under the lease, then the portion of rent attributable to such personal property will
not qualify as “rents from real property.”.

» For rents to qualify as rerits from real property, we generally must not furnish or render services to ténants,
other than through a taxable REIT subsidiary or an “independent contractor” from whom we derive no
income, except that we may directly provide services that are “usually ‘or customarily rendered” in the
geographic area in which the property is located in connection with the rental of real property for occupancy
only, or are not otherwise considered “rendered to the occupant for his convenience.” '

For taxable years begmmng after August 5, 1997 aREIT has been permltted to render a de minimis amount of
impermissible services to tenants and still treat amounts received with respect to that property as rent from real
property. The amount received or accrued by the REIT during the taxable year for the impermissible services with
respect to a property may not exceed 1% of all amounts received or accrued by the REIT directly or indirectly from
the property. The amount received for any service or management operation for this purpose shall be deemed to be
not less than 150% of the direct cost of the REIT in furnishing or rendering the service or providing the management
or operation. Furthermore, impermissible services may be furnished to tenants by a taxable REIT subsidiary subject
to certain conditions, and we may still tréat rents received with respect to the property as rent from real property.

The term “interest” generally does not include any amount if the determination of the amount depends in whole
or in part on the income or profits of any person, although an amount generally will not be excluded from the term
“interest” solely by reason of being based on a fixed percentage of receipts or sales.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may nevertheless
qualify as a REIT for such year if we are eligible for relief. For taxable years beginning on or before October 22,
2004, these relief provisions generally will be available if (1) our failure to meet such tests was dué to reasonable
cause and not due to willful neglect; (2) we attach a schedule of the sources of our income to our return; and (3) any
incorrect information on the schedule was not due to fraud with intent to evade tax. For taxable years beginning after
October 22, 2004, these relief provisions generally will be available if (1) following our identification of the failure,
we file a schedule for such taxable year describing each item of our gross income and (2) the failure to'meet such
tests was due to reasonable cause and not due to willful neglect.

It is not now possible to determine the circumstances under which we may be entitled to the benefit of these
relief provisions. If these relief provisions apply, a 100% tax is lmposed on an amount equal to (a) the gross'income
attributable to (1) 75% of our gross income over the amount of quatifying gross income for purposes of the 75%
income test and (2) 95% of our gross income (90% of our gross income for taxable years begmmng on or before
October 22, 2004) over the amount of qualifying gross income for purposes of the 95% income test, multlphed by
(b) a fracnon 1ntended to reflect our profitability.

Asse: Tests. Within 30 days after the close of each quarter of our taxable year, we must also satisfy several
tests relating to the nature and diversification of our assets determined in accordance with generally accepted
accounting principles. At least 75% of the value of our total assets must be represented by real estate assets, cash,
cash items (including receivables arising in the ordinary course of our operation), government securities and
qualified temporary investments. Although the remaining 25% of our-assets generally may be invested without
restriction, we are prohibited from owning securities representing more than 10% of either the vote (the “10% vote
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test”) or value (the “10% value test”) of the outstanding securities of any issuer other than a qualified REIT
subsidiary, another REIT or a taxable REIT subsidiary. Further, no more. than 20% of the total assets may be
represented by securities of one or more taxable REIT subsidiaries (the “20% asset test”) and no more than 5% of
the value of our total assets may be represented by securities of any non-governmental issuer other than a qualified
REIT subsidiary (the “5% asset test™), another REIT or a taxable REIT subsidiary. Each of the 10% vote test, the
10% value test and the 20% and 5% asset tests must be satisfied at the end of each quarter. There are special rules
which provide relief if the value related tests are not satisfied due to changes in the value of the assets of a REIT.

For taxable years begmmng after December 31, 2000, certain items are excluded from the 10% value test
including (1) straight debt securities of an issuer (including straight debt that provides certain contingent payments);
(2) any loan to an individual or an estate; (3} any rental agreement described in Section 467 of the Internal Revenue
Code, other than with a “related person™; (4) any obligation to pay rents from real property; (5} certain securities
issued by a state or any subdivision thereof, the District of ‘Columbia, a foreign government, or any political
subdivision thereof, or the Commonwealth of Puerto Rico; (6) any security issued by a REIT; and (7) any other
arrangement that, as determinied by the Secretary of the Treasury, is excepted from the definition of security
{(“excluded securities”). Special rules apply to straight debt securities issued by corporations and entities taxable as
partnerships for federal income tax purposes. If a REIT, or its taxable REIT subsidiary, holds (1) straight debt
securities of a corporate or partnership issier and (2) securities of such issuer that are not excluded securities and
have an aggregate value greater than 1% of such issuer’s outstandmg securities, the stra:ght debt securities will be
included in the. 10% value test.

For taxable years beginning after December 31, 2000, a REIT’s interest as a partner in a partnership is not
treated as a security for purposes of applying the 10% value test to securities issued by the partnership. Further, any
debt instrument issued by a partnership will not be a security for purposes of applying the 10% value test (1) to the
extenl of the REIT’s interest as a partner in the partnership and (2) if at least 75% of the partnership’s gross income
(excluding gross income from prohibited transactions) would qualify for the 75% gross income test. For taxable
years beginning after October 22, 2004, for purposes of the 10% value test, a REIT’s interest in a partnership’s assets
is the REIT’s proportionate interest in any securities issued by the partnership (other than the excluded secunnes
described in the preceding paragraph).

With respect to corrections of failures for which the requirements for corrections are satisfied after October 22,
2004, regardless of whether such failures occurred in taxable years beginning on, before or after such date, as to
violations of the 10% vote test, the 10% value test or the 5% asset test, a REIT may avoid dlsquahﬁcanon as aREIT
by disposing of sufficient assets to cure a violation that does not exceed the lesser of 1% of the REIT’s assets at the
end of the relevant quarter or $10,000,000, provided that the disposition occurs within six months following the last
day of the quarter in which the REIT first identified the assets. For violations of any of the REIT asset tests due to
reasonable cause and not willful neglect that exceed the thresholds described in the preceding sentence, a REIT can
avoid disqualification as a REIT after the close of a taxable quarter. by taking certain steps, including disposition of
sufficient assets within the six month period described above to meet the applicable asset test, paying a tax equal to
the greater of $50,000 or the highest corporate tax rate multiplied by the net income generated by the non-qualifying
assets during the period of time that the assets were held as non-qualifying assets and filing a schedule with the
Internal Revenue Service that describes the non-qualifying assets.

Investments in Taxable REIT Subsidiaries. For taxable years beginning after December 31, 2000, REITs may
own more than 10% of the voting power and value of securities in taxable REIT subsidiaries. We and any taxable
corporate entity in which we own an interest are altowed to jointly clect to treat such entity as a “la.xable REIT
subsidiary.” ' :

. Several of our subsidiaries have elected to be treated as a taxable REIT subsidiary. Taxable REIT subsidiaries
are subject to full corporate level federal taxation on their earnings but are permitted to engage in certain types of
activities that cannot be performed directly by REITs without jeopardizing their REIT status. Our taxable REIT
subsidiaries will attempt to minimize the amount of these taxes, but there can be no assurance whether or the extent
to which measures taken to minimize taxes will be successful. To the extent our taxable REIT subsidiaries. are
required to pay federal, state or local taxes, the cash available for distribution as dividends to us from our taxable
REIT subsidiaries will be reduced.
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The amount of interest on related-party debt that a taxable REIT subsidiary may deduct is limited. Further, a
100% tax applies to any interest payments by a taxable REIT subsidiary to its affiliated REIT to the extent the
interest rate is not commercially reasonable. A taxable REIT subsidiary is permitted to deduct interest payments.to
unrelated parties without any of these restrictions. - . ‘

The Internal Revenue Service may reallocate costs between a REIT and its taxable REIT subsidiary where
there is a lack of arm’s-length dealing between the parties. Any deductible expenses allocated away from a taxable
REIT subsidiary would increase its tax liability. Further, any amount by which a REIT understates its deductions
and overstates those of its taxable REIT subsidiary will, subject to certain exceptions, be subject to a 100% tax. .
Additional taxable REIT subsidiary elections may be made in the future for additional entities in which we own an
interest. C : .

. - N . t

Annual Distribution Requirements.  In order to avoid being taxed as a regular corporation; we are required to
make distributions (other than capital gain distributions) to our stockholders which qualify for the dividends paid
deduction in an amount at least equal to (1) the sum of (i) 90% of our “REIT taxable income” (computed without
regard to the dividends paid deduction and our net capital gain) and (ii) 90% of the after-tax net income, if any, from
foreclosure property, minus (2) a portion of certain items of non-cash income. These distributions must be paid in
the taxable year to which they relate, or in the following taxable year if declared before we timely file our tax return
for that year and if paid on or before the first regular distribution payment after such declaration. The amount
distributed must not be preferential. This means that every stockholder of the class of stock to which a distribution is
made must be treated the same as every other stockholder of that class, and no class of stock may be treated
otherwise than in accordance with its dividend rights as a class. To the extent that we do not distribute all of our net
capital gain or distribute at least 909, but less than 100%, of our “REIT taxable income,” as adjusted, we will be
subject to-tax on the undistributed amount at regular corporate tax rates. Finally, as discussed above, we may be
subject to an excise tax if we fail (0 meet certain other distribution requirements. We intend to make timely
distributions sufficient to satisfy these annual distribution requirements.

It is possibie that, from time to time, we may not have sufficient cash or other liquid assets to meet the 90%
distribution requirement, or to distribute such greater amount as may be necessary to avoid income and excise
taxation, due to, among other things, (1) timing differences between (i) the actual receipt of income and actual
payment of deductible expenses and (ii) the inclusion of income and deduction of éxpenses in arriving at our taxable
income, or {2) the payment of severance benefits that may not be deductible to us. In the event that timing
differences occur, we may find it necessary to arrange for borrowings or, if possible, pay dividends in the form of
taxable stock dividends in order to meet the distribution requirement.

Under certain circumstances, in the event of a deficiency determined by the Internal Revenue Service, we may
be able to rectify a resulting failure to meet the distribution requirement for a year by paying “deficiency dividends”
to stockholders in a later year, which may be included in our deduction for distributions paid for the earlier year.
Thus, we may be able to avoid being taxed on amounts distributed as deficiency distributions; however, we will be
required to pay applicable penalties and interest based upon the amount of any. deduction taken for deficiency
distributions. : ‘

Failure to Qualify as a REIT

If we fail to qualify for taxation as a REIT in any taxable year, we will be subject to federal income tax,
including any applicable alternative minimum tax, on our taxable income at regular corporate rates. Distributions to
stockholders in any year in which we fail to qualify as a REIT will not be deductible nor will any particular amount
of distributions be required to be made in any year. All distributions to stockholders will be taxable as ordinary
income to the extent of current and accumulated earnings and profits atlocable to these distributions and, subject to
certain limitations, will be eligible for the dividends received deduction for corporate stockholders. Unless entitled
to relief under specific statutory provisions, we also will be disqualified from taxation as a REIT for the four taxable
years following the year during which qualification was lost. It is not possible to state whether in all circumstances
we would be entitled to statutory relief. Failure to qualify for even one year could result in our need to incur
indebtedness or liquidate investments in order to pay potentially significant resulting tax liabilities.
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In addition to the relief described above under “— Income Tests” and ““— Asset Tests,” relief is available in
the event that we violate a provision of the Internal Revenue Code that would result in our failure to qualify as a
REIT if (1) the violation is due to reasonable cause and not due to willful neglect, (2) we pay a penalty of $50,000 for
each fai]ure to satisfy the provision, and (3) the violation does not include a violation described under “— Income
Tests™ or “— Asset Tests” above. It.is not now possible to determine the circumstances under which we. may be
entitled to the beneﬁt of these relief provisions. : :

Federal Income' Taxanon of Holders of Our Stock

. Treatment of Taxable U.S. Stockho[ders The followmg summary apphes to you only if you are a
“U S stockholder.” A “U.S. stockholder” is a stockholder of shares of stock who, for United States federal
income tax purposes, is: o o .

. a citizen or resident of the United States;

* acorporation, partnership or other entity classified as a corporation or partnership for these purposes, created
.or organized in or under the laws of the United States or of any political subdivision of the United States,
including any state;

« an estate, the income of which is subject to United States federal income taxation regardless of its source; or

~ e atrust, if; in general, a U.S. court is able to exercise primary supervision-over the trust’s administration and
one or more U.S. pérsons, within the meaning of the Internal Revenue Code, has the authonty to control all
of the trust’s substantial decisions.

So long as we qualify for taxation as a REIT, distributions on shares of our stock made out of the current or
accumulated earnings and profits allocable to these distributions (and not designated as capital gain dividends) will
be includable as ordinary income for federal income tax purposes: None of these distributions will be eligible for the
dividends received deduction for U.S. corporate stockholders.

, Generally, for taxable years ending after May 6, 2003 through December 31, 2008, the maximum marginal rate
of tax payable by individuals on dividends received from corporations that are subject to a corporate level of tax is
15%. Except in limited circumstances, this tax rate will not apply to dividends paid to you by us on our shares;
because generally we are not subject to federal income tax on the portion of our REIT taxable income or capital
gains distributed to our stockholders. The reduced maximum federal income tax rate will apply to that portion,-if
any, of dividends received by you with respect to our shares that are attributable to: (1) dividends received by us
from non-REIT corporations or other taxable REIT subsidiaries; (2) income from the prior year with respect to
which we were required to pay federal corporate income tax during the prior year (if, for example, we did not
distribute 100% of our REIT taxable income for the prior year); or (3) the amount of any eammgs ancl proﬁts that
were distributed by us and accumulated in a non-REIT year.

Distributions that are designated as capital gain dividends will be taxed as long-term capital gains (to the extent
they do not exceed our actual net capital gain for the taxable year), without regard to the period for which you held
our stock. However, if you are a corporauon you may be required to treat a pomon of some capital gam dmdends as
ordmary income.

<, If we elect to.retain and pay income tax on any net long-term capual gain, you would 1nclude in 1ncome as
long-term capital gain, your proportionate share of this net long-term capital gain. You would also.receive a
refundable tax credit for your proportionate share of the tax paid by us on such retained capital gains and you would
have an increase in the basis of your shares of our stock in an amount equal to your includable capital gains less your
share of the tax deemed paid.

You may not include in your federal income tax return any of our net operating losses or capital losses. Federal
income tax rules may also fequire that certain minimum tax adjustments and preferences be apportioned to you. In
addition, any distribution declared by us in October, November or December of any year on a specified date in any
such month shall be treated as both paid by us and received by you on December 31 of that year, provided that-the
distribution is actually paid by us no later than January 31 of the following year. .
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' We will be treated as having sufficient earnings and profits to treat as a dividend any distribution up to the
amount required to be distributed in order to avoid imposition of the 4% excise tax discussed under “— General”
and “— Qualification as a REIT — Annual Distribution Requirements” above. As a result, you may be required to
treat as taxable dividends certain distributions that would otherwise result in a tax-free return of capital. Moreover,
any “deficiency dividend” will be treated as a dividend (an ordinary dividend or a capital gain dividend, as the case
may be), regardless of our earnings and profits. Any other distributions in excess of current or accumulated earnings
and profits will not be taxable to you to the extent these distributions do not exceed the adjusted tax basis of your
shares of our stock. You will be required to reduce the tax basis of your shares of our stock by the amount of these
distributions until the basis has been reduced to zero, after which these distributions will be taxable as capital gain, if
the shares of our stock are held as a capital asset. The tax basis as so reduced will be used in computing the capital
gain or loss, if any, realized upon sale of the shares of our stock. Any loss upon a sale or exchange of shares of our
stock which were held for six months or less (after application of certain holding period rules) will generally be
treated as a long-term capital loss to the extent you previously received capltal gain distributions with respect to
these shares of our stock.

Upon the sale or exchange of any shares of our stock to or with a person other than us or a sale or exchange of
all shares of our stock (whether actually or constructively owned) with us, you will generally recognize capital gain
or loss equal to the difference between the amount realized on the sale or exchange and your adjusted tax basis in
these shares of our stock. This gain will be capital gain if you held these shares of our stock as a capital asset.

If we redeem any of your shares in us, the treatment can only be determined on the basis of particular facts at
the time of redemption, In general, you will recognize gain or loss (as opposed to dividend income) equal to the
difference between the amount received by you in the redemption and your adjusted tax basis in your shares
redeemed if such redemption results in a “complete termination” of your interest in all classes of our equity
securities, is a “substantially disproportionate redemption” or is “not essentially equivalent to a dividend” with
respect to you. In applying these 1ests, there must be taken into account your ownership of all classes of our equity
securities (e.g., common stock, preferred stock, depositary shares and warrants). You also must take into account
any equity securities that are considered to be constructively owned by you.

If, as a result of a redemption by us of your shares, you no longer own (either actually or constructively) any of
our equity securities or only own (actually and constructively) an insubstantial percentage of our equity securities,
then it is probable that the redemption of your shares would be considered “not essentially equivalent to a dividend”
and, thus, would result in gain or loss to you. However, whether a distribution is “not essentially equivalent to a
dividend” depends on all of the facts and circumstances, and if you rely on any of these tests at the time of
redemption, you should consult your tax advisor to determine their application to the particular sitvation.

Generally, if the redemption does not meet the tests described above, then the proceeds received by you from
the redemption of your shares will be treated as a distribution taxable as a dividend to the extent of the allocable
portion of current or accumulated earnings and profits. If the redemption is taxed as a dividend, your adjusted tax
basis in the redeemed shares will be transferred to any other shareholdings in us that you own. If you own no other
shareholdings in us, under certain circumstances, such basis may be transferred to a related person, or it may be lost
entirely. :

Gain from the sale or exchange of our shares held for more than one year is taxed at a maximum long-term
capital gain rate, which is currently 15%. Pursuant to Internal Revenue Service guidance, we may classify portions
of our capital gain dividends as gains eligible for the long-term capital gams rate or as gam taxable to individual
stockholdcrs at a maximum rate of 25%. .

Trealmen; of Tax—Exempt U.S. Stockholders. Tax-exempt entities, including qualified employee pension and
profit sharing trusts and individual retirement accounts (“Exempt Organizations™), generally are exempt from
federal income taxation. However, they are subject to taxation on their unrelated business taxable income (“UBTI™).
The Internal Revenue Service has issued a published revenue ruling that dividend distributions from a REIT to an
exempt employee pension trust do not constitute UBTI, provided that the shares of the REIT are not otherwise used
in an unrelated trade or business of the exempt employee pension trust. Based on this ruling, amounts distributed by
us to Exempt Organizations generally should not constitute UBTI. However, if an Exempt Organization finances its
acquisition of the shares of our stock with debt, a portion of its income from us will constitute UBTI pursuant to the
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“debt financed property” rules. leew1se a portion of the Exempt Organization’s income from us would constrmte
UBTI if we held a resndual interest in a real:estate mongage investment condutt

P .
ey [n addition, in certam c1rcumstances a pension trust that owns more than 10% of our stock is required to treat a
percentage of our dividends as UBTI. This rule applies to a pension trust holding more than 10% of our stock only if
(1) the percentage of our income that is UBTI (determined as if we were a pension trust) is at least 5%, (2) we
quahfy as a REIT by reason of the modification of the Five or Fewer Requirement that allows beneficiaries of the
pensron trust to ‘be treated as holding shares in proportion to their actuarial ‘interests in the pension trust, and
(3)-¢éither (i) on€ pension trust owns more than 25% of the value of our stock or (11) a group of pension trusts
mdlvtdually holding more than 10% of the value of our stock collectively own more than 50% of the value of our
stock, - : - i

., . e ; .

Backup Withholding and Information Reporting.  Under certain circumstances, you may be subject to backup
withholding at applicable rates on payments made with respect 1o, or cash proceeds of a sale or exchange of, shares
of our stock. Backup withholding will apply only if you: (1) fail to provide a correct taxpayer identification number,
which 1f you are an mdmdual is ordinarily your social securlty number; (2) furnish an incorrect taxpayer
1demlﬁcatton number; (3) are notrﬁed by the Internal Revenue Service that you have failed to properly report
payments of interest or dlvrdends of (4) fail to cemfy, under penalties of perjury, that you have furnished a correct
taxpayer.identification number and that the Intemal Revenue Service has not notified you that you are subject to
backup w1thholdmg ..

~Backup withholding will not apply with respect to payments made to certain exempt recipients, such as
corporations and tax-exempt organizations. You should consult with a tax advisor regarding qualification for
exemption from backup withholding,’ and the procedure for obtaining an exemption. Backup withholding is not an
additional tax. Rather, the amount of any backup withholding with respect to payment to a stockholder will be
allowed as a credit against such stockholder’s United States federal income tax liability and may entitle such
stockholder to a refund, provided that the required information is,provided to the Internal Revenue Service. In
addition; withholding a portion of capital gain distributions made to stockholders may be required for stockholders
who fail to certify their non-foreign status.. '

at .

+

Taxatzon of Foretgn Stockhoiders The followmg summary apphes to you only if you are a forelgn person.
The federal taxation of forelgn persons is a hlghly complex matter that may be affected by many considerations.

Except as discussed below, dtstnbutrons to you of cash generated by our feal estate operations in the form of
ordinary dividends, but not by the ‘sale of exchange of our capital assets, generally will be subject to U.S. with-
holding tax at a rate of 30%, unless an applicable tax treaty reduces that tax and you file with us the required form

evidencing the lower rate.

1
'

In general, you wtll be subject to United States federal income tax on a graduated rate basis rather than
wrthholdmg with respect to your investment in our stock if such investment i$ “effectively connected" with your
conduct of a trade or business in the United States. A corporate foreign stockholder that recelves income that is, or is
treated as, effectively connected with a United States trade or business may also be subject to the branch profits tax,
which is payable in addition to regular United.States corporate income tax. The following discussion will apply to
foreign stockholders whose investment in us is not so effectively connected. We expect to withhold United States
income tax, as described below, on the gross amount of any distributions paid to you unless (1) you file an Internal
Revenue Service Form W-8ECI with us claiming that the distribution is “effectwely connected” or (2) certain other
exceptions apply. - .- w4 oo

Distributions by us that are attributable to gain from the sale or exchange of a United States real property
interest will be taxed to you under the Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”) as if these
distributions were gains “effectively connected” with a United States trade or business. Accordingly, you will be
taxed at the normal capital gain rates applicable to a U.S. stockholder-on these amounts, subject to any applicable
alternative minimum tax and a special alternative minimum tax in the case of nonresident alien individuals.
Distributions subject to FIRPTA may also be subject to a branch profits tax in the hands of a corporate foreign
stockholder that is not entitled to-treaty eXemption.
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We will be required to withhold from distributions subject to-FIRPTA, and remit to the Internal Revenue
Service, 35% of designated capital gain dividends, or, if greater, 35% of the amount of any distributions that could
be designated as capital gain dividends. In addition, if we designate prior distributions as capital gain dividends,
subsequent distributions, up to the' amount of the prior distributions not wnhheld against, will be treated as caprtal
gain dividends for purposes of withholding. ‘

For taxable years beginning after October 22, 2004, any capital gain dividend with respect to any class of stock
that is “regularly traded” on an established securities market will be treated as-an ordinary dividend if the foreign
stockholder did not own more than 5% of such class of stock at any time during the taxable year. Once this provision
takes effect, foreign stockholders generally will not be required to report distributions received from us on
U.S. federal income tax returns and all distributions treated as dividends for U.S. federal income tax purposes
including any capital gain dividend will be subject to a 30% U.S. withholding tax (unless reduced under an
applicable income tax treaty) as discussed above. In addition, the branch proﬁts tax will no longer apply to such
distributions. . . ] . : oo

Unless our shares constitute a “United States real property interest” w1thm the meamng of FIRPTA or are
effectively connected with a U.S. trade or business, a sale of our shares by you generally will not be subject to
United States taxation. Our shares will not constitute a United States real property interest if we qualify as a
“domestically controlled REIT” We do, and expect to continue to, quallfy as’a domestlcally controlled REIT A
domestically controlled REIT is a REIT in which at all times during a specified tcstmg period less than 50% in value
of its shares is held directly or indirectly by foreign stockholders. However, if you are a nonresident alien individual
who is present in the United States for 183 days or more during the taxable year and certain other conditions apply,
you will be subject to a 30% tax on such capital gains. In any event, a purchaser of our shares from you wnll not be
required under FIRPTA to withhold on the purchase price if the purchased shares are “regularly traded” on an
established securities market or if we are a domesncally controlled REIT. Othcrwrsc under FIRPTA, the purchaser
may be required to withhold 10% of the purchase price and remit such amount to the Internal Revenue Service.

Backup withholding tax and information reporting wiil generally not apply to distributions paid to you outside
the United States that are treated as (1) dividends to which the 30% or lower treaty rate withholding tax discussed
above applies; (2) capital gains dividends; or (3) distributions attributable to gain from the sale or exchange by us of
U.S. real property interests. Payment of the proceeds of a sale of stock within the United States or conducted
through certain U.S. related financial intermediaries is subject to’ both backup wrthholdlng and, information
reporting unless the beneficial owner certifies under penalties of perjury that he or she is not a U.S. person (and the
payor does not have actval knowledge that the beneficial owner is a U.S. person) or otherwise established an
exemption. You may obtain a refund of any amounts withheld under the backup withholding rules by filing the
appropriate claim for refund with the Internal Revenue Service. o e o

U.S. Federal Income Taxation of Holders of Depositary Shares

Owners of our depositary shares will be treated as if you were owners of the series of prefcrred stock
represented by the dcposntary shares. Thus, you will be required to take into account the income and deductions to
which you would be entitled if you were a holder of the underlying series of prcferrcd stock.

. Conversion or Exchange of Shares for Preferred Stock. -No gain or loss will be recognized upon the
withdrawal of preferred stockin exchange for depositary shares and the tax basis of each share of preferred stock
will, upon exchange, be the same as the aggregate tax basis of the depositary shares exchanged. If you held your
depositary shares as a capital asset at the time of the exchange for shares of preferred stock, the holding period for
your shares of preferred stock will include the period during which you owned the depositary shares. :

. « L '
U.S. Federal Income and Estate Taxation of Holders of Qur Debt Securities

The following is a general summary of the United States federal income tax consequences and, in the case that
you are a holder that is a non-U.S. holder, as defined below, the United States federal estate tax consequences, of
purchasing, owning and disposing of debt securities periodically offered under one or more indentures, the forms of
which have been filed as exhibits to this registration statement {the *notes™). This summary assumes that you hold
the notes as capital assets. This summary applies to you only if you are the initial holder of the notes and you acquire
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the notes for a price equal to the issue price of the notes. The issue price of the notes is the first price at which a
substantial amount of the notes is sold other than to bond houses, brokers or similar persons or organizations acting
in the capacity of underwriters, placement agents or wholesalers. In addition, this summary does not consider any
foreign, state, local or pther tax laws that may be applicable to us or a purchaser of the notes.

U.S. Holders ‘ ‘
The following summary applies to you oaly if you are a U.S. holder, as defined below.

Definition of a U.S. Holder. A “U.S. holder” is a beneficial owner of a note or notes that is for United States
federal income tax purposes:

- e a citizen or resident of the United States;

« a corporation or partnership, or other entity classified as a corporation or partnership for these purposes,
created or organized in or under the laws of the United States or of any political subdivision of the United
States, including any state;

« an estate, the income of which is subject to United States federal income taxation regardless of its source; or

* atrust, if, in general, a U.S. court is able to exercise primary supervision over the trust’s administration and
one or more U.S. persons, within the meaning of the Internal Revenue Code, has the authority to control all
of the trust’s substantial decisions.

Payments of Interest. Stated interest on the notes generally will be taxed as ordinary interest income from
domestic sources at the time it is paid or accrues in accordance with your method of accounting for tax purposes.

Sale, Exchange or Other Disposition of Notes. The adjusted tax basis in your note acquired at a premium will
generally be your cost. You generally will recognize taxable gain or loss when you sell or otherwise dispose of your
notes equal to the difference, if any, between: ) ,

s the amount realized on the sale or other disposition, less any amount attributable to any accrued interest,
which will be taxable in the manner described under “— Payments of Interest” above; and

»_your adjusted tax basis in the notes.

Your gain or loss generally will be capital gain or loss. This capital gain or loss will be long-term capital gain or
loss if at the time of the sale or other disposition you have held the notes for more than one year. Subject to limited
exceptions, your capital losses cannot be used to offset your ordinary income.

Backup Withholding and Information Reporting. In general, “backup withholding” may apply to any
payments made to you of principal and interest on your note, and to payment of the proceeds of a sale or other
disposition of ydur note before maturity, if you are a non-corporate U.S. holder and (1) fail to provide a correct
taxpayer identification number, which if you are an individual, is ordinarily your social security number; (2) furnish
an incorrect taxpayer identification number; (3) are notified by the Internal Revenue Service that you have failed to
properly report payments of interest or dividends; or (4) fail to certify, under penalties of perjury, that you have
furnished a correct taxpayer identification number and that the Internal Revenue Service has not notified you that
you are subject to backup withholding. . ‘ '

The amount of any reportable payments, including interest, made to you (unless you are an exemps recipient)
and the amount of tax withheld, if any, with respect to such payments will be reported to you and to the Internal
Revenue Service for each calendar year. You should consult your tax advisor regarding your gualification for an
exemption from backup withholding and the procedures for obtaining such an exemption, if applicable. The backup
withholding tax is not an additional tax and will be credited against your U.S. federal income tax liability, provided
that correct information is provided to the Internal Revenue Service. :

Non-U.S. Holders

3

The following summary applies to you if you are a beneficial owner of a note and are not a U.S. holder, as
defined above (a “non-U.S. holder™).
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Special rules may apply to certain non-U.S. holders such as “controlled foreign corporations,” “passive foreign
investment companies” and “foreign personal holding companies.” Such entities are encouraged to consult their tax
advisors to determine the United States federal, state, local and other tax consequences that may be relevant to them.

U.S. Federal Withholdirg Tax. Subject to the discussion below, U.S. federal withholding tax will not apply to
payments by us or our paying agent, in its capacity as such, of principal and interest on your notes under the
“portfolio interest” exception of the Internal Revenue Code, provided that:

* you do not, directly or mdlrectly, actua]ly or constructively, own 10% or more of the tota] combined votmg
' power of all classes of our stock entitled to vote;

* you are not (1) a controlled foreign corporation for U.S. federal income tax purposes that is related, directly
or indirectly, to us through sufficient stock ownership, as provided in the Internal Revenue Code, or (2) a
bank receiving interest described in Section 881(c){3)(A) of the Internal Revenue Code;

» such interest is not effectively connected with your conduct of a U.S. trade or business; and

» you provide a signed written statement, under penalties of perjury, which can reliably be related to you,
certifying that you are not a U.S. person within the meaning of the Internal Revenue Code and providing
your name and address to:

* us Or our paying agent; or

* asecurities clearing organization, bank or other financial institution that holds customers’ securities in the
ordinary course of its trade or business and holds your notes on your behalf and that certifies to us or our
paying agent under penalties of perjury that it, or the bank or financial institution between it and you, has
received from you your signed, written statement and prowdes us or our paymg agent with a copy of such
statement.

Treasury regulations provide that:

* if you are a foreign partnership, the certificationl requirement will generally apply to'your partners and you
will be required to provide certain information;

« if you are a foreign trust, the certification requirement will generally be applied to you or your beneficial
owners depending on whether you are a “foreign complex trust,” “foreign simple trust,” or “foreign grantor
trust” as defined in the Treasury regulations; and ‘ . :

+ look-through rules will apply for tiered partnerships, foreign simple trusts and foreign grantor trusts.

If you are a foreign partnership or a foreign trust, you should ‘consult your own tax advisor regarding your
status under these Treasury regulations’and the cemﬁcatmn requxremems applicable to you.

If you cannot satisfy the portfolio interest requ1rements described above, payments of interest will be subject to
the 30% United States withholding tax, unless you provide us with a properly executed (1) Internal Revenue Service
Form W-8BEN claiming an exemption from or reduction in withholding under the benefit of an applicable treaty or
(2) Internal Revenue Service Form W-8ECI stating that interest paid on the note is not subject to withholding tax
because it is effectively connected with your conduct of a trade or business in the United States. Alternative
documentatlon may be applicable in certain circumstances.

If you are engaged in a trade or business in the United States and interest on a note is effectively connected with
the conduct of that trade or business, you will be required to pay United States federal income tax on that interest on
a net income basis (although you will be exempt from the 30% withholding tax provided the certification
requirement described above is met) in the same manner as if you were a U.S. person, except as otherwise provided
by an applicable tax treaty. If you are a foreign corporation,» you may be required to pay a branch profits tax on the
earnings and profits that are effectively connected to the conduct of your trade or business in the United States.

Sale, Exchange or other Disposition of Notes, You generally will not have to pay U.S. federal income tax on
any gain or income realized from the sale, redemption, retirement at maturity or other dlsposmon of your notes,
unless: . .
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-+ in the case of gain, you are an individual who is present in the United States for 183 days or more during the
. taxable year of the sale or other disposition of your notes, and specific other conditions -are met; .

* you are subject to tax.provisions applicable to certain United States expatriates; or
« the gain is effectively connected with your conduct of a U.S. trade or business. -

. +If you are engaged in a trade or business in the United States and gain with respect to your notes is effectively
connected with the conduct of that trade or business, you generally will be subject to U.S. income tax on a net basis
on the gain. In addition, if you are a foreign corporation, you may be subject to a branch profits tax on your
effectively connected earnings and profits for the taxable year, as adjusted for certain items.

U.S. Federal Estate Tax.  If you are an individual and are not a U.S. citizen or a resident of the United States,
as specially defined for U.S. federal estate tax purposes, at the time of your death, your notes will generally not be
subject to the U.S. federal estate tax, unless, at the time of your death (1) you owned actually or constructively 10%
or more of the total combined voting power of all our classes of stock entitled to vote or (2) interest on the notes is
effectively connected. with your.conduct of a U.8. trade or business.

" Backup Withholding and Information Reporting. Backup wuhholdlng will not apply to payments of
principal or interest made by us or our paying agent, in its capacny as such, to you if you have provided the
required certification that you are a non-U.S. holder as described in “— U.S. Federal Withholding Tax" above, and
provided that neither we nor our paying agent have actual knowledge that you are a U.S. holder, as described in
“—T.S. Holders™ above. We or our paying agent may, however, report payments of interest on the notes. i

The gross proceeds from the dispdsition of your notes may be subject to information reporting and backup
withholding tax. If you sell your notes outside the United States through a non-U.S. office of a non-U.S. broker and
the sales proceeds are paid to you outside the United States, then the U.S. backup withholding and information
reporting requirements generally will not apply to that payment. However, U.S. information reporting, but not
backup withholding, will apply to a payment of sales proceeds, even if that payment is made outside the United
States, if you sell your notes through a non-U.S. office of a broker that:

» is a U.S. person, as defined in the Internal Revenue Code;

.- » derives 50% or more of its gross income in specific periods from the conduct of a trade or business in the
! United States; - \ o

» is a “controlled foreign corporation” for U.S. federal incoime tax purposes; or

« is a foreign partnership, if at any time during its tax year, one or more of its partners are U.S. persons who in
the aggregate hold more than 50% of the income or capital interests in the partnership, or the foreign
partnership is engaged in a U.S. trade or business, unless the broker has documentary evidence in its files that
you are a non-U.S. person and certain other conditions are met or you otherwise establish an exemption. If
you receive payments of the proceeds of a sale of your notes to or through a U.S. office of a broker, the
payment is subject to both U.S. backup withholding and information reporting unless you provide a
Form W-8BEN certifying that you are a non-U.S. person or you otherwise establish an exemption.

You should consult your own tax advisor regarding application of baék'up withholding in your particular
circumstance and the availability of and procedure for obtaining an exemption -from backup withholding. Any
amounts withheld under the backup withholding rules from a payment to you will be allowed as a refund or credit
against your U.S. federal income tax liability, provided the required information is furnished to the Internal Revenue
Service. )

U.S. Federal Income and Estate Taxation of Holders of Our Warrants

Exercise of Warrants.  You will not generally recognize gain or loss upon the exercise of a warrant. Your basis
in the debt securities, preferred stock, depositary shares or common stock, as the case may be, received upon the
exercise of the warrant will be equal to the sum of your adjusted tax basis in the warrant and the exercise price paid.
Your holding period in the debt securities, preferred stock, depositary shares or common stock; as the case may be,
received upon the exercise of the warrant will-not include the period during which the warrant was held by-you.
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Expiration of Warrants. Upon the expiration of a warrant, you will recognize a capital loss in an amount
equal to your adjusted tax basis in the warrant.

Sale or Exchange of Warrants. Upon the sale or exchange of a warrant to a person other than us, you will
recognize gain or loss in an amount equal to the difference between the amount realized on the sale or exchange and
your adjusted tax basis in the warrant. Such gain or loss will be capital gain or loss and will be long-term capital gain
or loss if the warrant was held for more than one year, Upon the sale of the warrant to us, the Internal Revenue
Service may argue that you should recognize ordinary income on the sale. You are advised to consult your own tax
advisors as to the consequences of a sale of a warrant to us.

Potential Legislation or Other Actions Affecting Tax Consequences

Current and prospective securities holders should recognize that the present federal income tax wreatment of an
investment in us may be modified by legislative, judicial or administrative action at any time and that any such
action may affect investments and commitments previously made. The rules dealing with federal income taxation
are constantly under review by persons involved in the legislative process and by the Internal Revenue Service and
the Treasury Department, resulting in revisions of regulations and revised interpretations of established concepts as
well as statutory changes. Revisions in federal tax laws and interpretations of these laws could adversely affect the
tax consequences of an investment in us.

Internet Access to Our SEC Filings

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports, as well as our proxy statements and other materials that are filed with, or furnished to,
the Securities and Exchange Commission are made available, free of charge, on our Web site at www.hcreit.com, as
soon as reasonably practicable after they are filed with, or furnished to, the Securities and Exchange Commission.
Item 1A. Risk Factors
Forward-Looking Statements and Risk Factors

This Annual Report on Form 10-K and the documents incorporated by reference contain statements that
constitute “forward-looking statements” as that term is defined in the federal securities iaws. These forward-
looking statements include, but are not limited to, those regarding:

* the possible expansion of our portfolio;
* the sale of properties;
« the performance of our operators/tenants and properties;

* our ability to enter into agreements with new viable tenants for properties that we take back from financially
troubled tenants, if any;

* our ability to retain or increase occupancies in our medical office buildings at similar or higher rates;

* our ability to make distributions to stockholders;

our policies and plans regafding investments, financings and other matters;
* our tax status as a real estate investment trust;

* our ability t6 appropriately balance the use of debt and equity;

* our ability to access capital markets or other sources of funds; and

"s our ability to meet our earnings guidance,

When we use words such as “may,” “will,” “intend,” “should,” “believe,” “expect.” “anticipate,” “estimate” or
similar expressions, we are making forward-looking statements. Forward-looking statements are not guarantees of
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future performance and involve risks and uncertainties. Our expected results may not be achieved, and actual results
may differ materiaily from our expectations. This may be a result of various factors, including, but not limited to:

» the status of the economy;
» the status of capital markets, including prevailing interest rates;

« issues facing the health care industry, including compliance with, and changes to, regulations and payment

. policies and operators’/tenants’ difficulty in cost-effectively obtaining and maintaining adequate liability
and other insurance; .

» changes in financing terms;

+ competition within the health care and senior housing industries; .

» negative developments in the operating results or financial condition of operators/tenants, including, but not
limited to, their ability to pay rent and repay loans; '

» our ability to transition or sell facilities with profitable results;
o the failuré to make new investments as and when anticipated,
» the failure of closings' to 6ccur as and when anticipated; . e
* ‘acts of God affecting our properties;
» our ability to re-lease space at similar rates as vacancie;'. occur,; "

» our ability to timely reinvest sale proceeds at similar rates to assets sold;

+ operatorftenant bankruptcies or insolvencies;

« government regulations affecting Medicare and Medicaid reimbursement rates;

« liability or contract claims by or against operators/tenants;

« unanticipated difficulties and/or expenditures relating to future acquisitions; !
* environmental, laws affecting our properties;

« changes in rules or practicés governing our financial reporting;

« other legal and operational matters, including REIT qualification and key management personnel recruit-
ment and retention; and

= the risks described below:

Risk factors related to our operators’ revenues and expenses

Our investment property operators’ revenues are primarily driven by occupancy, Medicare and Medicaid
reimbursement, if applicable, and private pay rates. Expenses for these facilities are primarily driven by the'costs of
labor, food, utilities, taxes, insurance and rent or debt service, Revenues from government reimbursement have, and
may continue to, come under pressure due to reimbursement cuts and state budget shortfails. Liability insurance and
staffing costs continue to increase for our operators. To the extent that any decrease in revenues and/or any increase
in operating expenses result in a property not generating enough cash to make payments to us, the credit of our
operator and the value of other collateral would have to be relied upon. S '

Risk factors related to obligor bankruptcies

We are exposed to the risk that our obligors may not be able to meet the rent, principal and interest or other
payments due us, which may result in an obligor bankruptcy or insolvency, or that an obligor might become subject
to bankruptcy or insolvency proceedings for other reasons. Although our operating lease agreements provide us
with the right to evict a tenant, demand immediate payment of- rent and exercise other remedies, -and our loans
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provide us with the right to terminate any funding obligation, demand immediate repayment of principal and unpaid
interest, foreclose on the collateral and exercise other remedies, the bankruptcy and insolvency laws afford certain
rights to a party that has filed for bankruptcy or reorganization. An obligor in bankruptcy or subject to insolvency
proceedings may be able to limit or delay our ability to collect unpaid rent in the case of a lease Or to receive unpaid
principal and interest in the case of a loan, and to exercise other rights and remedies.

* We may be required to fund certain expenses (e.g., real estate taxes and maintenance) to preserve the value of
an investment property, avoid-the imposition of liens on a property and/or transition a property to a new tenant. In
some instances, we have terminated our lease with a tenant and relet the property to another tenant. In some of those
situations, we have provided working capital loans to and limited indemnification of the new obligor. If we cannot
transition a leased property to a new tenant, we may take possession of that property, which may expose us to certain
successor liabilities. Should such events occur, our revenue and operating cash flow may be adversely affected.

Transfers of health care facilities may require regulatory approvals and these facilities may not have
efficient alternative uses

Transfers of health care facilities to successor operators may be subject to regulatory approvals that are not
required for transfers of other types of real estate. The replacement of an operator could be delayed by the approval
process of any federal, state or local agency necessary for the transfer of the facility or the replacement of the
operator licensed to manage the facility. Alternatively, given the specialized nature of our facilities, we may be
required 10 spend substantial time and funds to adapt these properties to other uses. If we are unable to timely
transfer properties to successor operators or find efficient alternative uses, our revenue and opera[lons may be
adversely affected.

Risk factors related to government regulations

Our obligors’ businesses are affected by government reimbursement and private payor rates, To the extent that
an operator/tenant receives a significant portion of its revenues from governmental payors, primarily Medicare and
Medicaid, such revenues may be subject to stattory and regulatory changes, retroactive rate adjustments, recovery
of program overpayments or set-offs, administrative rulings, policy interpretations, payment or other delays by
fiscal intermediaries, government funding restrictions (at a program level or with respect to specific facilities) and
interruption or delays in payments due to any ongoing governmental investigations and audits at such property. In
recent years, governmental payors have frozen or reduced payments to health care providers due to budgetary
pressures: Health care reimbursement will likely continue to be of paramount importance to federal ‘and state
authorities. We cannot make any assessment as to the ultimate timing or effect any future legislative reforms may
have on the financial condition of our obligors and properties. There can be no assurance that adequate reim-
bursement levels will continue to be available for services provided by any property operator, whether the property
receives reimbursement from Medicare, Medicaid or private payors. Significant limits on the scope of services
reimbursed and on reimbursement rates and fees could have a material adverse effect on an obligor’s liquidity,
financial condition and results of operations, which could adversely affect the ability of an obligor to meet its
obligations to us. See “Item | — Business — Certain Government Regulations — Reimbursement” above.

Our operators and tenants generally are subject to extensive federal, state and local licensure, certification and
inspection laws and regulations. Qur operators’ or tenants’ failure to comply with any of these laws could result in
loss of accreditation, denial of reimbursement, imposition of fines, suspension or decertification from federal and
state health care programs, loss of license or closure of the facility. Such actions may have an effect on our
operators’ or tenants’ ability to make lease payments to us and, therefore, adversely impact us.

Many of our properties may require a license and/or certificate of need to operate. Failure to obtain a license or
certificate of need, or loss of a required license or certificate of need would prevent a facility from operating in the
manner intended by 'the operators or tenants, These events could materially adversely affect our operators’ or
tenants’ ability to’ make rent payments to us. State and local laws also may regulate expansion, including the
addition of new beds or services or acquisition of medical equipment, and the construction of health care facilities,
by requiring a certificate of need or other similar approval.
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Risk factors related to liability claims and insurance costs

. Long-term care property operators (skilled nursing facilities, assisted living facilities, and independent living/
contmumg care retirement communities) have experienced substantial mcreases in both the number and size of
patient care liability claims in recent years, particularly in the states of Texas and Florida. As a result, general and
professional liability costs have increased and may continue 1o increase. Long-term care liability insurance rates are
increasing nationwide because of large jury awards. Over the past four years, both Texas and Florida have adopted
skilled nursing property hablllty laws that modify or limit tort damages. Despite some of these reforms, the long-
term care industry overall continues to experience very high general and _professional liability costs. Insurance
companies have responded to this claims crisis by severely restricting their capac:ty to write long-term care general
and professional liability policies. No assurances can be given that the climate for long-term care general and
professional liability insurance will improve in any of the foregoing states or any other states where the property
operators conduct business. Insurance companies may continue to reduce or stop writing general and professional
liability policies for long-term care facilities. Thus, general and professional liability insurance coverage may be
restricted or very costly, which may adversely affect the property operators’ future operalnons cash flows and
financial condition, and may have a material adverse effect on the propeny operators’ ablhty to meet thCII‘
obhgauons to us.

Rtsk factors related to acquisitions

We are exposed to the risk that our future acquisitions may not prove to be successful. We could encounter
unantu:lpated difficulties and expenditures relating to any acquired properties, including contingent liabilities, -and
newly acquired properties might require significant management attention that would otherwise be devoted to our
ongoing business. If we agree to provide construction funding to an operator/tenant and the project is not completed,
we may need to take steps to ensure completion of the project. Moreover, if we issue equity securities or incur
additional debt, or both, to finance future acquisitions, it may reduce our per share financial results, These costs may
negatively affect our results of operations. . _ , " -

Db : . :
’ 'Ij!i’sk Jfactors related to environmental laws
‘Under various federal and state laws, owners or operators of real estate may be required. to respond to the
presence or release of hazardous substances on the property-and may be held liable for property damage, personal
injuries or penalties that result from environmental contamination or exposure to hazardous substances. We may
become liable to reimburse the government for damages and costs it incurs in connection with the contamination.
Generally, such liability attaches to a person based on the person’s relationship to the property. QOur tenants or
borrowers are primarily responsible for the condition of the property. Moreover, we review environmental site
assessments of the properties that we own or encumber prior to taking an interest in them. Those assessments are
designed to meet the “all appropriate inquiry” standard, which we believe qualifies us for the innocent purchaser
defense if environmental liabilities arise. Based upon such assessments, we do not believe that any of our properties
are subject to material environmental contamination. However, environmental liabilities may be present in our
properties and we may incur costs to remediate contamination, which could have a material adverse effect on our
business or financial condition or the business or financial condition of our obligors. :

Risk factors related to facilities that require entrance fees

Certain of our senior housing facilities require the payment of an upfront entrance fee by the resident, a portion
of which may be refundable by the operator. Some of these facilities are subject to substantial oversight by state
regulators. As a result of this oversight, residents of these facilities may. have a variety of rights, including, for
example, the right to cancel their contracts within a specified period of time and certain lien rights. The oversight
and rights of residents within these facilities may have an effect on the revenue or operations of the operators of such
facilities and therefore may negatively impact us.
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Risk factors related to facilities under construction or development

At any given time, we may be in the process of constructing one or more new facilities that uitimately will
require a license before they can be utilized by the operator for their intended use. The operator also will need to
obtain Medicare and Medicaid provider agreements or third party payor contracts. In the event that the operator is
unable to obtain the necessary licensure, provider agreements on contracts after the completion of construction,
there is a risk that we will not be able to earn any revenues on the facility until either the initial operator cbtains a
license to operate the new facility and the necessary provider agreements or contracts or we can find and contract
with a new operator that is able to obtain a license to operate the facility for its intended use and the necessary
provider agreements or contracts.

In connection with our renovation, redevelopment, development and related construction activities, we may be
unable to obtain, or suffer delays in obtaining, necessary zoning, land-use, building, occupancy and other required
govemmental permits and authorizations. These factors could result in increased costs or our abandonment of these
projects. In addition, we may not be able to obtain financing on favorable terms, which may render us unable to
proceed with our development activities, and we may not be able to complete construction and lease-up of a
property on schedule, which could result in increased debt service expense or construction costs.

Additionally, the time frame required for development, construction and lease-up of these properties means
that we may have to wait years for significant cash returns. Because we are required to make cash distributions to
our stockholders, if the cash flow from operations or refinancing is not sufficient, we may be forced to borrow
additional money to fund such distributions. Newly developed and acquired properties may not produce the cash
flow that we expect, which could adversely affect our overall financial performance.

In deciding whether to acquire or develop a particular property, we make assumptions regarding the expected
future performance of that property. In particular, we estimate the return on our investment based on expected
occupancy and rental rates. If our financial projections with respect to a new property are inaccurate, and the
property is unable to achieve the expected occupancy and rental rates, it may fail to perform as we expected in
analyzing our investment. Qur estimate of the costs of repositioning or redeveloping an acquired property may
prove to be inaccurate, which may result in our failure to meet our profitability goals. Additionally, we may acquire
new properties not fully leased, and the cash flow from existing operations may be insufficient to pay the operating
expenses and debt service associated with that property.

We do not know if our tenants will renew their existing leases, and if they do not, we may be unable to
lease the properties on as faverable terms, or at all

We cannot predict whether our tenants will renew existing leases at the end of their lease terms, which expire at
various times through 2021. If these leases are not renewed, we would be required to find other tenants to occupy
those properties. There can be no assurance that we would be able to identify suitable replacement tenants or enter
into leases with new tenants on terms as favorable to us as the current leases or that we would be able to lease those
properties at all.

Our ownership of properties through ground leases exposes us to the loss of such properties upon breach
or termination of the ground leases

We have acquired an interest in certain of our properties by acquiring a leasehold interest in the property on
which the building is located, and we may acquire additional properties in the future through the purchase of
interests in ground leases. As the lessee under a ground lease, we are exposed to the possibility of losing the property
upon termination of the ground lease or an earlier breach of the ground lease by us.
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Hliquidity of real estate investmenis could s:gmﬁcamly impede our ability to respond to adverse changes
in the performance of our properties

Real estate investments are relatively illiquid. Our ability to quickly sell or exchange any of our properties in
response to changes in economic and other conditions will be limited. No assurances can be given that we will
recognize full value for any property that we are required to sell for liquidity reasons. Our inability to respond
rapidly to changes in the performance of our investments could adversely affect our financial condition and results
of operations. ) : ' : '

Risk factors related to reinvestment of sale proceeds

From time to time, we will have cash available from (1) the proceeds of sales of our securities, (2) principal
payments on our loans receivable and (3) the sale of properties, including non-elective dispositions, under the terms
of master leases or similar financial support arrangements. We must re-invest these proceeds, on a timety basis, in
properties or in qualified short-term investments. We compete for real estate investments with a broad variety of
potential investors. This competition for attractive investments may negatively affect our ability to make timely
investments on terms acceptable to us. Delays in acquiring properties may negatively impact revenues and perhaps
our ablllty 1o make distributions to stockholders

Y

Failure to properly managé our rapid growth could distract our }nanagement or increase our expenses

We have expenenced rapid growth and development i ina relatively short period of time and expect to continue
this rapid growth 'in the future. Our rapid growth has resulted in increased levels of responsibility for our
management. Future property acquisitions could place significant additional demands on, and require us to
expand, our management, resources and personnel. Our failure to manage any such rapid growth effectively could
harm our business and, in particular, our financial condition, results of operations and cash flows, which could
negatively affect our ability to make distributions to stockholders. Our rapid growth could also increase our capital
requirements, which may require us to issue potentially dilutive equity securities and incur additional debt.

Other risk factors

We are also subject to a number of other risks. First, we might fail to qualify or remain qualified as a REIT. We
intend to operate as a REIT under the Internal Revenue Code and believe we have and will continue to operate in
such a manner. Since REIT qualification requires us to meet a number of complex requirements, it is possible that
we may fail to fulfill them, and if we do, our earnings will be reduced by the amount of federal taxes owed. A
reduction in our earnings would affect the amount we could distribute to our stockholders. Also, if we were not a
REIT, we would not be required to make distributions to stockholders since a non-REIT is not required to pay
dividends to stockholders amounting to at least the sum of (1) 85% of our REIT ordinary income for the year, (2)
95% of our REIT capital gain income for such year (other than capital gain that we elect to retain and pay tax on) and
(3) any undistributed taxable income from preceding periods. See “Item 1 -— Business — Taxation” for a
discussion of the provisions of the Internal Revenue Code that apply to us and the effects of non-qualification.

Second, our Second Restated Certificate of Incorporation and Amended and Restated By-Laws contain anti-
takeover provisions (staggered board provisions, restrictions on share ownership and transfer and super majority
stockholder approval requirements for business combinations) that could make it more difficult for or even prevent
a third party from acquiring us without the approval of our incumbent Board of Directors. Provisions and
agreements that inhibit or discourage takeover attempts could reduce the market value of our common stock.

Third, we are dependent on key personnel. Although we have entered into employment agreements with our
executive officers, losing any one of them could, at least temporarily, have an adverse impact on our operations. We
believe that losing more than one would have a material adverse impact on our business.
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Item 1B. Unresolved Staff Comments . o R

None.

Item 2. Properties ‘

LI MBI S LI
i T

!

We lease our corporate headquarters located at One SeaGate! Suite 1500, Toledo, Ohio 43604. We also lease
corporate offices in Florida, Indiana and Tennessee. The following table sets forth certain information regarding the

properties that comprise our investments as of December 31, 2006 (dollars in thousands):

-Number.of  Numberof .. Total Annualized
Property Location Properties ' Beds/Units  Investment(1) Income(2)
Assisted Living Facilities: - i - . . .
ANZONA . . .o ot i e s T 4 o247 % 17512 % 2,231
California ... ... ....0 ... PRV SRR I 592 T 52757 7,659
Colorado . . ............ sl S [ 556
Connecticut . . . ............ e . 6 591 52,147 5,892
Delaware . . ... ....oueee e 1. 97, . . 20537 2,047
FLORAA. o vt e e e 15 1,162 77,213 10,011
GEOTZIA -+ v o e 2 107 4,388 541
Idaho. . ...... 0. ..., G T3 2347 7 T 14,638 1,710
TIROIS . -« v eve e et e e e e e s 7 560 37,161 1,752
Indiana . ...........o.oiiii 2 78 4,898 . 685
Jowa . ... e e 1 208 - 5974
Kansas. .. .........coo.u.... SN S 1 1200 10,559 1,568
Kentucky ........ A T e 1 80 » 7,383 871" -
Louisiana. . . . . . PR OUUUD P 1 124 - 7,668 1437
Maryland. . ... ....0 ... T 2 16 9,094 1,100
Massachusetts . .......... . 0., 7 525 66,411 7,892
MISSISSIPPE 2 vvev v e DU 2 158 13,053 . 1,560
MOREANG .« o ve e e e et 3 205 14,869 1,748
NEVAda . ... vtt e e . 3 262 ' 24,081 2,965
New JErSey . .....ooveeeernennnn, J O S | R A E: 977
New York ..........ooieiiniun..s e .3 185 . 35451 3,261
North Caroling. . .....cooveeevennnnannnn. o« 4k, 1,867 . 174,623 22,353
Ohio ... S T 9 . 627 .o 44311 4,925
Oklahoma . . . ... SRR e .. .76 549" - " 19,098 3,139
OFEgon . .\ ovveenen.. LAl 3 0 13 10,054 1,485
Pennsylvania . ......... g2 C135 15,580 1,458
South Carolina.................... A 5 266 24,485 3,327
Tennessee . ................ S oL 4 <216 - - 11,329 1,315
Texas. ...... e e R 1 | 1,615 ~ - 106,377 - 8,946
Utah . ... o Ll 2 138 T 13,386 1,548
Virginia. .. ........ ) S P 4 326 .0 40019 4,220
Washington . ... .......oovuernen.. R 472 "’ 31,808 3,676
Wisconsin ................. e . _6 369 . 45906 3,219
Total Assisted Living Facilities .. .. ... ... . LLo.e204 - 12,538 0 1,024219 116,074
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Property Location . Yo

Skilled Nursing Facilities:
Alabama

Indiana

Kentucky . .. .... e e
Louisiana. . ... .. R S

Mississippi
Missouri
Nevada

New Hampshire . . .. .......... ... ...

New Jersey

Ohio . ..o, O

Oklahoma
Oregon

Pennsylvania ...................... '
Tennessee .. ... e i

Independeni Living / CCRC Facilities:

Arzona . . ... e

Maryland. . ............... ... .. ...
. Massachusetts . ............ e _
Missourd. oL e .

bl

Montana . ...........0........

Nevada |

Michigan.......... e,

.........................
....................

Virgimia. . ... ... e
Total Skilled Nursing Facilities. .. . . ..

Ir -, Number of Number of Total Annualized

. " Properties Beds/Units Investment(l) » Income(2) .-
....... 8 1,202 $ 41,516 $ 4,767
....... 3 505 20,369 2,169
....... 5 816 47,568 4,424
....... 6 753 21,013 © 2298
....... 45 5,942 318,947 - 36,255
....... 3 499 16,692 1,818 -
....... 3 393 17,298 2,582
....... 4 406 26,851 2,550 .
....... 8 865 45,748 4,436
....... 1 163 9,228 901 “
..... . 10 1,343 65,340 7,808
....... 7 854 34,905 3,770,
....... 1 100 3,885 524
....... 23 3,226 206,277 21,503
....... 1 99 4,431 438
....... 1 . 1,527 . 48,663 5,571
....... 3 407 23,709 1,991
....... 1 60 1,984 440
....... 1 68 4,514 529
....... | 176 . 4,643 529 -
....... 21 2,797 184,092 18,634
....... 3 668 21,056 2,415
........ 1 111 4,174 639°
..... ' 5. -734 26,943 3,498 °
....... 22 3,025 121,490 16,429
....... 21 3,043 76,967 8,741
....... 1 120 7,633 745
....... 2 316 8,179 1,194
....... 221 30,218 1,414,115 157,598
....... 2 376 12,954 1,332
........ 7 1,118, 147,284 . 9,512
....... 2 373 33,228 1,773
....... 3 547 65,762 7.420
....... 3 226 19,294 2603 -
....... 1 - 254 " 13,616 © © 1,791
....... Cop 89 . 6,498 796 -
....... "3 541 42918 1,436
....... 1 107 12,400 —
....... 3 — 9,379 750
....... 3 =, .. . .l0556 1,070
......... S 65 6,000 540 .
........ 1 18 1,964 223
....... 1 103 7,803 1,031
........ L2 108 . 11,196 1,259
....... o 3497 23,055 2,021
....... 1 — 5,350 428
....... 7 1,011 79,998 6,804
....... 2 532 19,217 2,326
....... 1 70 5476 530
...... 7 5,887 533,950 43,645



Number of Total Annualized
Property Location Properties Sq. Ft. Investment(1) Income(2)
Medical Office Buildings: . .
Algbama . . .....ooei 5 303,306 $ 44,813 § 4,672
ATIZONA. . ...t 1 152,600 48,057 5,034
Califormia . ........... ... .. 5 269,913 89,897 6,772
Florida . .. ... ... ... ... ... .......... 24 836,104 243,668 17,254
Georgia. ... .. L e e 14 311,003 84,102 6,599 -
IENGIS .o e 3 71,345 17,269 1,709
North Carolina .. ...................... 10 154,930 34,051 2,533
Newlersey ..........coiii ... 3 116,451 32,543 4,644
Nevada........ .. ... .. ... ... ... 6 259,579 90,458 7,628
New York . ... ... ... . ... . . . .. 1 100,496 20,873 2,926
Tennessee . ... ....cocvviiitinii 4 129,737 35,401 3,511
Texas . ... .. e e e 13 591,906 159,000 10,547
Total Medical Office Buildings ......... : 89 3,297,370 900,132 73,829
Number of
Beds/Units
Specialty Care Facilities:
California . . .......................... 1 231 7,472 523
Idaho .. ....oovennnnnn... P 1 60 4,849 —_
Inois .. ... e e 1 72 49,077 5,573
Indiana . ......... ... . ... ... ...... 1 50 2,110 60
Louisiana . ....... ... .. ... ... ... ..... 1 50 9,685 744
Massachusetts . . . ......oovr it .. 3 493 46,124 5,194
Ohio......... ... ... .. i, i 55 27,540 3,905
Oklahoma............................ 2 91 11,568 1,102
TEXAS < . e ettt 6 249 © 101,908 10,625
Total Specialty Care Facilities .. ......... 17 1,351 260,333 27,726
Total All Properties: . ... ... .. ............ 578" $4,132749  $418,872

(1) Investments include real estate investments and credit enhancements which amounted to $4,130,299,000 and $2,450,000, respectively.

{(2) Reflects contract rate of interest for loans, annual straight-line rent for leases with fixed escalators or annual cash rent for leases with

contingent escalators, net of collectibility reserves if applicable.

Item 3. Legal Proceedings

From time to time, there are various legal proceedings pending to which we are a party or to which some of our
properties are subject arising in the normal course of business. We do not believe that the ultimate resolution of these
proceedings will have a material adverse effect on our consolidated financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART I

Item 5 Market Jor Regtstrant s C’ommon Equity, Related Stockholder Matters and Issuer Purchases of
Equuy Securities

There were 5,802 stockholders of record as of February 16, 2007. The following table sets forth, for the petiods
indicated, the high and low i prlccs of ‘our common stock on the New York Stock Exchange, as reported on the
Comp051te Tape and common dividends pald per share:

. SalesPrice  pyyidends
' High Low Pald
2006
FArst QUATET . . ..o ettt et e e et et e e e et e e e $38.50 $33.68 $ 0.620
Second QUArTET . . ...t 38.09. 32.80 0.640
Third QUAET . ..o\ttt ettt e e et e e e e e 40.12 3455 0.640
Fourth QUATET. . .o o\ttt ettt et et e et e e 4302 3860  0.9809(1)
2005 _ '
First Quarter . . ........... e e SV, $38.04 -8$31.15 -$ 0.600
Second Quarter .............. e 37.99  31.69. 0.620
Third QUATEE .o .o v\ e e e e et e e e e P S 3920 3513 0.620

Fourth Quarter. .. ....... . i i e e e 37.37 33.35 0.620

(1) Includes $0.3409 prorated dividend paid on December 28, 2006 in connection with the Windrose merger.

Our Board of Directors approved a new quarterly dividend rate of $0.66 per share of common stock per quarter,
commencing with the May 2007 dividend. Our dividend policy is reviewed annually by the Board of Directors. The
declaration and payment of quarterly dividends remains subject to the review and approval of the Board of Directors.

On September 29, 2003, we issued 1,060,000 shares of 6% Series E Cumulative Convertible and Redeemable
Preferred Stock as partial consideration for an acquisition of assets by us, with the shares valued at $26,500,000 for
such purposes. The shares were issued to Southern Assisted Living, Inc. and certain of its shareholders without
registration in reliance upon the-federal statutory exemption of Section 4(2) of the Securities Act of 1933, as
amended. The shares have.a liquidation value of $25 per share. The preferred stock, which has no stated maturity,
may be redeemed by us on or after August 15, 2008. The preferred shares are convertible into commion stock at a
conversion price of $32.66 per share at any time. There were 74,989 of such shares outstandmg at Dccember 31,
2006. These shares are not included in the following table:

' ISSUER PURCHASES OF EQUITY SECURITIES ‘
Total Numbér Maximum I\iuml:;er

of Shares Purchased  of Shares that May
R . Total Number -as Part of Publicly Yet Be Purchased
of Shares Average Price Announced Plans Under the Plans or
Period Purchased(1) Paid per Share or Programs(2) Programs .
Octeober' 1, 2006 through October 31,

2006 ... .o

November 1, 2006 through
November 30,2006 . ............

December 1, 2006 through
December 31,2006 ............. 3,677

Totals ............cc ... 3,677

[
-
=
B
0

|

¢
=
=
o0

(1) During the three moaths ended December 31, 2006, the only securities purchased by the Company were shares of common stock held by
employees who tendered owned shares to satisfy the tax withholding on the lapse of certain restrictions on restricted stock.

{2} No shares were purchased as part of publicly announced plans or programs.
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Stockholder Return Performance Presentation

Set forth below is a line graph comparing the yearly percentage change and the cumulative total stockholder
return on our shares of common stock against the cumulative total return of the $ & P Composite-500 Stock Index
and the NAREIT Equity Index. As of December 31, 2006, 138 companies comprised the NAREIT Equity Index.
The Index consists of REITs identified by NAREIT as equity (those REITs which have at least 75% of real property
investments)., Upon written request sent to the Senior Vice President-Administration and Corporate Secretary,
Health Care REIT, Inc., One SeaGate, Suite 1500, P.O. Box 1475, Toledo, Ohio, 43603-1475, we will provide
stockholders with the names of the component issuers. The data are based on the closing prices as of December 31
for each of the five years. 2001 equals $100 and dividends are assumed to be reinvested.

300 -

—e— S&P 500 . -
—a— Health Care REIT /
250 H

—a— NAREIT Equity //
200 41— - /

150 | /:///—‘f _/
100 -\/:

Dollars

. 50
0 — r . . : —
2001 2002 2003 2004 2005 2008
. . 12/31/01 | 12/31/02 | 12/31/03 | 12/31/04 | 12/31/05 | 12/31/06
S & P 500 100.00 | 7790 | 100.24 | I11.15 | 116.61 | 135.02
Health Care REIT - S 100.00 | 120.70 | 167.06 | 185.69 { 178.34 | 226.22
NAREIT Equity 100.00 | 103.82 | 142.37 | 187.33 | 210.12 | 283.78

Except to the extent that we specifically incorporate this information by reference, the foregoing Stockholder
Return Performance Presentation shall not be deemed incorporated by reference by any general statement
incorporating by reference this Annual Report on Form 10-K into any filing under the Securities Act of 1933,
as amended, or under the Securities Exchange Act of 1934, as amended. This information shall not otherwise be
deemed filed under such acts.
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Item 6 Selected Financial Data

The following selected ﬁnancml data for the five years ended December 31, 2006 are derived from our audited
consolidated ﬁnancna] statements (in thousands, except per share data):

ke

Year Ended December 31,

2002 2003 2004 2005 2006
Operating Data _ -’ i
Revenues(l) e e PR $130,449  $176,461 - $230,482 $273,538  $322/824
Expenses ‘ : - . v
Interest expense(l) .................... 32,900 46,516 65,888 77,319 94,802. |
Depreciation and amortization(1). ., ... . ... 27,310 40,277 61,681 74,816 93,131
Property operating expenses ., ........... 1,115
Otherexpenses(2). .. .........oviurinn, 13,038 17,274 20,391 20,073 30,259
Impairment of assets . . ................. 2,298 2,792 314
Loss on extinguishment of debt(3). . .... ... 403 21,484
Total expenses ............ e 75,949 106,859 148,274 193,692 219,307
Income before minority interests . . .. .. ... ... 54,500 69,602 82,208 79,846 103,517
Minority interests . . ... ..... ... .. ... ..... (13)
Income from continuing operations . . .. ... ... 54,500 69,602 82,208 79,846 103,504
Income from discontinued operations, net(1) . .. 13,159 13,138 3,163 4,440 (754)
Netincome ......... ... iurannn. 67,659 82,740 85,371 84,286 102,750
Preferred stock dividends .. ............... 12,468 9,218 12,737 21,594 21,463
Preferred stock redemption charge. . .. ....... 2,790 '
Net income available to common stockholders. . 55,191 $ 70,732 §$ 72,634 $ 62,692 $ 81,7287
Other Data
Average number of common shares outstanding:
“Basic ..o 36,702 43,572 51,544 54,110 61,661
Diluted............. ... . iiin.. 37,301 44,201 52,082 54,499 62,045
Per Share Data
Basic:
Income from continuing operations available to
common stockholders . . ................ 115 $ 132 $ 135 % 108 § 133
Discontinued operations, net . . . . ........... 0.36 0.30 0.06 0.08 {0.01)
Net income available to common stockholders. . 150 $ 162 $ 141 % 116 § 132 .
Diluted:
Income from continuing operations available to :
common stockholders . . ................ $ 113§ 130 $ 133 § 107 $ 132
Discontinued operations, net. . ............. 0.35 0.30 0.06 0.08 (0.01)
Net income available to common stockholders.. $ 148 $ 160 $ 139 $ L15 §$ 131
Cash distributions per common share ........ $ 234 $ 234 $ 2385 § 246 $ 2.8809

(1) Inaccordance with FASB Staternent No. 144, we have reclassified the income and expenses attributable to the properties sold subsequent to
January 1, 2002 and attributable to the properties held for sale at December 31, 2006, to discontinued operations for all periods presented.
$ec Note 16 1o our audited consolidated financial statements.

(2) Other expenses include loan expense, provision for loan losses and general and administrative expenses.

(3) Effective January 1, 2003, in accordance with FASB Statement No. 145, we reclassified the losses on extinguishments of debt in 2002 to
income from continuing operations rather than as extraordinary items as previously required under FASB Statement No. 4,
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2002 2003 2004 2005 2006

| Balance Sheet Data :
: Net real estate investments . ........ $1,524,457  $1,992446 $2,441972 $2,849.518  $4,122,893
Total assets. . ..........c.covunn.. 1,591,482 2,184,088 2,552,171 2,972,164 4,280,610
Total debt . .. . .. .. e 673,703 1,014,541 1,192,958 1,500,818 2,198,001
Total liabilities and minority interests . . 694,250 1,034,409 1,216,892 1,541,408 2,301,817
Total stockholders’ equity .. ........ 897,232 1,149,679 1,335,279 1,430,756 1,978,793
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

'

The following discussion and analysis is based primarily on the consolidated financial statements of Health
Care REIT, Inc. for the periods presented and should be read together with the notes thereto contained'in this Annual
Report on Form 10-K. Other important factors are identified in “Item 1 — Business” and “Item 1A — Risk
Factors™ above. '

Executive Overview

Business

Health Care REIT, Inc. is a self-administered, equity real estate investment trust that invests in the full
spectrum of senior housing and health care real estate. Founded in 1970, we were the first REIT to invest exclusively
in health care properties. The following table summarizes our portfolio as of December 31, 2006:

Investments{l) Percentage of Revenues{Z) Percentage of Number of # Beds/Units  Investment per Operators/

Type of Property (in thousands) Investments {in thousands) Revenues(2) Properties or Sq. Ft. metric (3) Tenanis States
Independent L .

living/CCRCs . ... § 533,950 13% $ 39475 12% 47 5,887 units  $123,073 unit 18 19
Assisted living ‘ ’ ‘

facilities ....... 1,024,219 25% 107,165 33% 204 12,538 units 90,697 unit 25 33
Skilted nursing

faciliies . ...... 1,414,115 34% 157,945 48% 221 30,218 beds 47,279 bed 22 28
Medical office

buildings . . ... .. 900,132 22% 3,247 1% 89 3,297,370 sq. fi. 273 sq.ft. 642 12
Specialty care

facilities . ...... 260,333 6% 16,632 ¢ 5% 17 1,351 beds 210,969 bed 9 9
Other income. . . . .. _ 3,924 1% _
Totals. . ......... $4,132,749 100% $328,388 100% ﬁ

+

{1} Investments include real estate investments and credit enhancements which amounted to $4,130,299,000 and $2,450,000, respectively.
(2) Revenues include gross revenues and revenues from discontinued operations for the year ended December 31, 2006.
(3) Investment per metric was computed by using the lotal investment amount of $4,475,503,000 which includes real estate invesiments, credit

cnhancements and unfunded construction commitments for which initial fundmg has commenced which amounted to $4 130,299,000,
$2,450,000 and $342,754,000, respectively. -

Our primary objectives are to protect stockholder capital and enhance stockholder value. We seek to pay
consistent cash dividends to stockholders and create opportunities to increase dividend payments to stockholders as
a result of annual increases in rental and interest income and portfolio growth. To meet these objectives, we invest
across the full spectrum of senior housing and health care real estate and diversify our investment portfolio by
property type, operator/tenant and geographic location.

Substantially all of our revenues and sources of cash flows from operations are derived from operating lease
rentals and interest earned on outstanding loans receivable. These items represent our primary source of liquidity to
fund distributions and are dependent upon our obligors’ continued ability to make contractual rent and interest
payments to us. To the extent that our obligors experience operating difficulties and are unable to generate sufficient
cash to make payments to us, there could be a material adverse impact on our consolidated results of operatians,
liquidity and/or financial condition. To mitigate this risk, we monitor our investments through a variety of methods
determined by the type of property and operator/tenant. Our asset management process includes review of monthly
financial statements for each property, periodic review of obligor credit, periodic property inspections and review of
covenant compliance relating to licensure, real estate taxes, letters of credit and other collateral. In monitoring our
portfolio, our personnel use a proprietary database to collect and analyze property-specific data. Additionally, we
conduct extensive research to ascertain industry trends and risks. Through these asset management and research
efforts, we are typically able to intervene at an early stage to address payment risk, and in so doing, support both the
collectibility of revenue and the value of our investment.

In addition 1o our asset management and research efforts, we also structure our investments to help mitigate
payment risk. We typically limit our investments to no more than 90% of the appraised value of a property.
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Operating leases and loans are normally credit enhanced by guaranties and/or letters of credit. In addition, operating
leases are typically structured as master leases and loans are generally cross-defaulted and cross-collateralized with
other loans, operating leases or agreements between us and the obligor and its affiliates.

For the year ended December 31, 2006, rental income and interest income represented 93% and 6%,
respectively, of total gross revenues (including discontinued operations). Substantially all of our operating leases
are designed with either fixed or contingent escalating rent structures. Leases with fixed annual rental escalators are
generally recognized on a straight-line basis over the initial lease period, subject to a collectibility assessment.
Rental income related to leases with contingent rental escalators is generally recorded based on the contractual cash
rental payments due for the period. Our yield on loans receivable depends upon a number of factors, including the
stated interest rate, the average principal amount outstanding during the term of the loan and any interest rate
adjustments.

ti

Depending upon the availability and cost of external capital, we anticipate investing in additional properties.
New investrnents are generally funded from temporary borrowings under our unsecured lines of credit arrange-
ments, internally generated cash and the proceeds from sales of real property. Our investments generate internal

" cash from rent and interest receipts and principal payments on loans receivable. Permanent financing for future

investments, which replaces funds drawn under the unsecured lines of credit arrangements, is expected to be
provided through a combination of public and private offerings of debt and equity securities and the incurrence or
assumption of secured debt. We believe our liquidity and various sources of available capital are sufficient to fund
operations, meet debt service obllgatlons (both principal and interest), make dividend distributions and finance
future investments. ‘

Depending upon market conditions, we believe that new investments will be available in the future with
spreads over our cost of capital that will generate appropriate returns to our stockholders. We expect to complete
gross new investments of $1,000,000,000 to $1,200,000,000 in 2007, including acquisitions of $700,000,000 o
$800,000,000 and funded new development of $300,000,000 to $400,000,000. We anticipate the sale of real
property and the repayment of loans receivable totaling approximately $100,000,000 to $200,000,000 during 2007.
Itis possible that additional loan repayments or sales of real property may occur in the future. To the extent that loan
repayments and real property sales exceed new investments, our revenues and cash flows from operations could be
adversely affected. We expect to reinvest the proceeds from any loan repayments and real property sales in new
investments. To the extent that new investment requirements exceed our available cash on-hand, we expect to
borrow under our unsecured lines of credit arrangements. At December 31, 2006, we had $36,216,000 of cash and
cash equivalents and $515,000,000 of available borrowing capacity under our unsecured lines of credit arrange-
ments. Our investment activity may exceed our borrowing capacity under our unsecured lines of credit. To the
extent that we are unable to issue equity or debt securities to provide additional capital, we may not be able to fund
all of our potentlal investments, which couid have an adverse effect on our revenues and cash flows from operations.

Key Transactions in 2006

We completed the following key transactions during the year ended December 31, 2006:

= our Board of Directors ir;creased our guarterly dividend to $0.64 per share, which represented a two cent
. increase from the quarterly dividend of $0.62 paid for 2005. The dividend declared for the quarter ended
December 31, 2006 represented the 143rd consecutive dividend payment;

» we completed a $1.0 billion merger with Windque Medical Properties Trust on December 20, 2006;
* we completed $559,209,000 of gross investments offset by $140,791,000 of investment payoffs;

* we completed a public offering of 3,222 800 shares of common stock with net proceeds of approximately
$109,748, 000 in April 2006;

+ we extended our $40,000,000 unsecured lme of credit which matured in May 2006 to May 2007 and reduced
pricing by 40 basis points;

+ we closed on a $700,000,000 unsecured revolving credit facility to replace our $500,000,000 facility, which
-. was scheduled to mature in June 2008. Among other things, the new facility provides us with additional
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financial flexibility and borrowing capacity, extends our agreement to July 2009 and adds two new lenders to
the bank group in addition to commitment increases by eight of the ten existing lenders; and

* we issued $345,000,000 of 4.75% convertible notes due December 2026 in November and December 2006.

Windrose Medical Properties Trust Merger

On December 20, 2006, we completed our merger with Windrose Medical Properties Trust, a self-managed
real estate investment trust based in Indianapolis, Indiana. The aggregate purchase price was approximately
$1,018,345,000, inclueding direct acquisition costs of approximately $29,918,000. The Windrose merger diversified
our portfolio of investments throughout the health care delivery system. Windrose shareholders received approx-
imately 9,679,000 shares of our common stock (valued at $41.00 per share) and Windrose preferred shareholders
received 2,100,000 shares of our 7.5% Series G Cumulative Convertible Preferred Stock (valued at $29.58 per
share). Additionally, our investment in Windrose includes $183,139, 000 of cash provided to Windrose to extinguish
secured debt, the assumptlon of $301,641,000 of debt and the assumption of other liabilities and minority interests
totaling $44,683,000. The ‘results of operatlons for Windrose have been included in our consolidated results of
operauons from the date of acqulsmon

a4 e

1

Key Performance Indibators, Trends and Uncertaiﬁlti'es,

We utilize several key performance indicators to evaluate the various aspects of our business. These indicators
are discussed below and relate to operating performance, credit strength and concentration risk. Management uses
these key performance indicators to facilitate internal and external comparisons to our historical operating results,
in making operating decisions and for budget planning purposes.

Operating Performance. 'We believe that net income available to common stockholders (“NICS™) is the most
appropriate earnings measure. Other useful supplemental measures of our operating performance include funds
from operations (“FFO”) and funds available for distribution (“FAD”); however, these supplemental measures are
not defined by U.S. generally accepted accounting principals (“U.S. GAAP™). Plcase refer to the section entitled
“Non-GAAP Financial Measures” for further discussion of FFO and FAD and for reconciliations of FFO and FAD
to NICS. These earning measures and their relative per share amounts are widely used by investors and analysts in
the valuation, comparison and investment recommendations of REITs. The following table reflects the recent
historical.trends of our operating performance measures (in thousands, except per share data):

Year Ended
December 31, December 31, December 31,
2004 2005 20066

Net income available to common stockholders .. .... .. $ 72,634 S 62,692 $ 81,287
Funds from operations. . . ....................... 146,742 144,293 177,580
Funds available for distribution . .................. 136,343 147,730 151,885
Per share data (fully diluted): i .
" Net income available to common stockholders . . . . . . $ 13 . § 115 3 131

Funds from operations . . . ........ ... ... ..... 2.82 . 265 2.86

Funds available for distribution ................. 2.62 27 i 3.09

Credit Strength. 'We measure our credit strength both in terms of leverage ratios and coverage ratios. Our
leverage ratios include debt to book capitalization, debt to gross assets and debt to market capitalization. The
leverage ratios indicate how much of our balance sheet capitalization is related to long-term debt. Our coverage
ratios include interest coverage ratio and fixed charge coverage ratio. The coverage ratios indicate our ability to
service interest and fixed charges (interest plus preferred dividends and secured debt principal amortizations). We
expect to maintain capitalization ratios and coverage ratios sufficient to maintain investment grade ratings with
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings. The coverage ratios are based on
earnings before interest, taxes, depreciation and amortization (“EBITDA™) which is discussed in further detail, and
reconciled to net income, below in “Non-GAAP Financial Measures.” Leverage ratios and coverage ratios are
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widely used by investors, analysts and rating agencies in the valuation, comparison, investment recommendations
and rating of companies. The following table reflects the recent historical trends for our credit strength measures:

Year Ended
December 31, December 31, December 31,
2004 2005 2006
Debt to book capitalization ratio ... ............... 47% 51% 53%
Debt to market capitalization ratio . .. .. ....... ... . 34% 40% - 39%
Interest coverage ratio . ~. . ... ... i 3.21x 3.06x - 297
Fixed charge coverage ratio . . . .. ..... e 2.65x 2.37x T 2.3%

Concentration Risk. 'We evaluate our concentration risk in terms of asset mix, investment mix, customer mix
and geographic mix. Concentration risk is a valuable measure in understanding what portion.of our investments
could be at risk if certain sectors were to experience downturns. Asset mix measures the portion of our investments
that are real property. In order to qualify as an equity REIT, at least 75% of our real éstate investments must be real
property whereby each property, which includes the land, buildings, improvements, intangibles and related rights, is
owned by us and leased to an operator pursuant to a long-term operating lease. Investment mix measures the portion
of our investments that relate to our various property types. Customer mix measures the portion of our investments
that relate to our top five customers. The following table reflects our recent historical trends of concentration risk:

December 31,  December 31,  December 31,
2 2006

2005
Asset mix: |
REAl PrOPETLY - -« o oo e oo ee e e C o 90% 93% 95%
Loans receivable ... .......... P 10% % = - 5%
Investment mix: .
Assisted living facilities . . .. ......... e . 54% 34% 25%
Skilled nursing facilities. . ..................... 39% 4% - 34%
Independent/CCRC(1) . ........... ... ... ... . _ 5% 13%
Medical office buildings. . ... ... PR 22%
Specialty care facilities ........ e 7% - 1% 6%
Customer mix:
Emeritus Corporation. . ......... e 15% 13% 9%
Brookdale Senior Living Inc. . ... ... e 7%
Home Quality Management, Inc. ................ 1% 6%
Life Care Centers of America, Inc. .. ............ . 1% 6%
Merrill Gardens L.L.C. ..... e 7% ' 4%
Southern Assisted Living, Inc.(2) ................ 8% ‘1%
Commonwealth Communities Holdings LLC . ...... : 8% 7%
Delta Health Group, Inc. .. ... e e 7% :
Remaining portfolio. .. ........ ... .. ... ..., 55% 59% ° 68%
Geographic mix: .o -
Florida ... ... ... ............ e e 15% 14% - 17%
Texas . ..o SRR 6% 8% 11%
Massachusetts .. ..... ... it - 14% 13% 8%
California . ........... ... ... ... ... PR | ) 1% 7%
o) Y S 6% ' 6%
North Carolina. . .. 5. .. ....oooooiee ., . 8% 8%
‘Remaining portfolio. ... ....... ... ... ... ... 51% 50% 51%




Vo

(1) As aresult of our significant independent living/continuing care retirement community acquisitions in the fourth quarter of 2005, we began
to separately disclose this property classification in our portfolio reporting. We adopted the National Investment Center definitions and
reclassified certain of our existing facilities to this classification.

(2) In September 2003, Alterra Healthcare Corporation; one of our tenants, became an indirect wholly-owned subsidiary of Brookdale Senior -
Living Inc. as a result of Brookdale's merger with FEBC ALT Investors LLC. In Apnl 2006, Breokdale completed the acquisition of
Southern Assisted Living, Inc, .

" We evaluate our key performance indicators in conjunction with current expectations to determine if historical
trends are indicative of future results. Our expected results may not be achieved and actual results may differ
materially from our expectations, Management regularly monitors various economic and other factors to develop
strategic and tactical plans des;gned to improve performance and maximize our competitive position. Our ability to
achieve our financial objectives is dependent upon our ability to effectively execute these plans and to appropriately
respond to emerging economic and company specnﬁc trends. Please refer to “Item 1A — Risk Factors” above for
further discussion. :

Portfolio Update
Investment Properties T o . .

Payment coverages of the operators in our investment property portfolio continue to improve. Our overall
payment coverage is at 1,93 times and represents an increase of one basis point from 2005 and 15 basis pomts from
2004. The following table reflects our recent historical trends of portfolio coverages. Coverage data reflects. the
12 months ended for the périods presented. CBMF represents the ratio of facilities’ earnings before interest, taxes,
depreciation, amortization, rent and management fees to contractual rent or interest due us. CAMF represents the
ratio of earnings before interest, taxes, depreciation, amortization, and rent (but after imputed management fees) to
contractual rent or interest due us,

[ September 30, 2004 September 30, 2005 September 30, 2006

) . . CBMF CAMF CBMF CAMF , CBMF, . CAMF
Independent living/CCRCs. . . . . IR ’ 1.43x " 1.21x 1.41x -1.21x
Assisted living facilities. . . ........... L. 1.45x 0 "1.23x 1.52x  1.30x - 1.54x 1.33x
Skilled nursing facilities ............... 2.11x 1.62x  2.18x 1.61x  2.17x 1.55x
Specialty care facilities ................ 269x 208x 336x 277x  2.88x - 2.34x
Weighted averages. .. ................. 1.78x 1.44x% 1.92x 1.53x 1.93x  L1.50x

Operating Properties

Qur consolidated financial results for the year ended December 31, 2006 include twelve days of revenues and
expenses from operating propetrties due to the Windrose merger completed on December 20, 2006. The primary
performance measure for our operating properties is net operating income (“NOI™) as discussed below in Non-
GAAP Financial Measures. For the twelve days ended December 31, 2006, our operating properties generated
$2 359,000 of net operating income which represents $3,474,000 of rental income less $1,115, 000 of property
operating expenses.

Corporate Governance

Maintaining investor confidence and trust has become increasingly important in today’s business environment.
Our Board of Directors and management are strongly committed to policies and procedures that reflect the highest
level of ethical business practices. Our corporate governance guidelines provide the framework for our business
operations and emphasize our commitment to increase stockholder value while meeting all applicable legal
requirements. The Board of Directors adopted and annually reviews its Corporate Governance Guidelines. These
guidélines meet the listing standards adopted by the New York Stock Exchange and are available on our Web site at
www.hcreit.com and from us upon written request sent-to the Senior Vice President — Administration and
Corporate Secretary, Health Care REIT, Inc., One SeaGate, Suite 1500, P.O. Box 1475, Toledo, Chio, 43603-1475.
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Liquidity and Capital Resources
Scurces and Uses of Cash -

Our primary sources of cash include rent and interest receipts, borrowings under unsecured lines of credit
arrangements, public and private offerings of debt and equity securities, proceeds from the sales of real property and
principal payments on loans receivable. Our primary uses of cash include dividend distributions, debt service .
payments (including principal and interest), real property acquisitions, loan advances and general and adminis-
trative expenses. These sources and uses of cash are reﬂected inour Consolldated Statements of Cash Flows and are
dlscussed in further detail below.

' The following is a summary of our sources and uses of cash ﬂows (dollars in thousands)
‘ One Year - ’ One Year Two Yedr

Year Ended Change Year Ended Change Change .
Dec. 31, 2004 Dec. 31, 2005 s % Dec. 31,2006 $ % 5 % ?
Cash and cash equivalents at - . '
beginning of period . . .. ce T $ 124,496 $ 19,763 $(104,733) (8% § 36237 §$ 16474 83% $(88,259) ()% .
Cash provided from (used m) .
operating activities. . .. .. .. 144,025 173,755 29,730 21% 216,446 42691 25% 72421 S50%
Cash provided from (used in) :
investing activities . . . . . . . (507,362) (449,069} 58293 (ID%" (560,815) (111,746) 25% (53.453) 11%
Cash provided from (used in) o ' . g
* financing activities. . . .. ... 258,604 291,788 33,184 "13% 344,348 52,560 18% _ 85,744 3%
Cash and cash equivalents at ' ' '
end of period .. ..ol $ 19,763 $ 36237 § 16474 B3% $ 36216 § 21y 0% $ 16,453 "ﬁ%

" Operating Activities. 'The increases in net cash provided from operating activities are primarily attributable
to increases in net income, excluding depreciation and amortization, stock-based compensation and net straight-line
rental income. Net income and the provisions for depreciation and amortization increased primarily as a result of net
new investments in properties owned by us. See the discussion of investing activities below for additional details. To
the extent that we acquire or dispose of additional properties in the future, our net income and prov1swns for
depreciation and amortization will change accordingly.

The following is a summary of our straight-line rent (dollars in thousands):

One Year One Year Two Year
Year Ended Change Year Ended Change Change
Dec. 31, 2004 Dec. 31, 2005 $ %  Dec. 31, 2006 $ % $ _;%;

Gross straight-line rental ’

income............... -$21,936 $13,142  $ (8,794 (4% § 9432 $ (3.710) (28)% $(12,504) (57)%
Cash receipts due to real . . .. ]

property sales . ....,... R (3,756) (9,384) (5,628) (150Y% (3,544) 5840 (6% @ 22 (6%
Prepaid rent receipts. .. ... .. (4,388) (4,485) ©n 2% (17.017) (12,532 279% (12,629) 288%
Rental income related to - '

above/below market leases . . _ 60 60 n/a ~_ 60 nfa
Cash receipts in excess of (less

than} rental income. . .. ... $13,792 $ (720 $(14,519) nia $(11,060)  $(10,342) 1,423% $(24,861) nfa

Gross straight-line rental income represents the non-cash difference between contractual cash rent due and the
average rent recognized pursuant to Statement of Financial Accounting Standards No. 13 Accounting for Leases
(“SFAS 13”) for leases with fixed rental escalators, net of collectibility reserves, if any. This amount is positive in
the first half of a lease term (but declining every year due to annual increases in cash rent due) and is negative in the
second half of a lease term. The decrease in gross straight-line rental income is primarily due to annual increases in
cash rent due on leases with fixed increases. The increase in non-recurring cash receipts is primarily attributable to
cash received upon renegotiation of ‘a lease in connection to the acquisition of Commonwealth Communities
Holdings LL.C by Kindred Healthcare, Inc. in February 2006.
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- Investing Activities. The changes in net cash used in investing activities are primarily attributable to the
Windrose merger and net changes in loans receivable and real property investments. The following is a summary of
our investment and disposition activities, excluding the Windrose merger (dollars in thousands):

Year Ended

December 31, 2004 December 31, 2005 December 31, 2006
Facilities Amount Facilities Amount Facilities * Amount

Real propeny.acquisitions:

Assisted living .. ..., ... .. ... ... ..., 22 5179940 4§ 47.660 8 § 77,600
Skilled nursing . .. ... ... L. 52 338,951 45 262,084 18 148,955
Independent/CCRC . . . .. ORI 11 230,225 5 56,417
Specialty care . . .. ... .. ... .. ... .. ... 5 51,000 7
Land parcels.............. P 10280
Total acquisitions . ..................... 74 518,891 .65 590,969 31 293,222
Less: - - C ‘ . e
Assumed debt........................ . (14,555} (22,309) +{25,049)
Preferred stock issuance’ o o -
Cash disbursed for acquisitions . .. ........... 504,336 ‘ 568,660 ' ) 268,173
AdditionstoCIP. ........................ 11,883 8,790 © 149,843
Capital improvements to existing properties. . . . . . 26,328 . 21,841 . 11,167
Total cash invested in real property . ... ....... 542 547 599,291 429.183
Real property dispositions: : : ‘
Assisted living .. ......... ... ... . ... 4 20,271 15 . . 90485 12 58,479
Skilled nursing . .- .. ... oL L. 2 6,076 . 3 1,827
Independent/CCRC . .. ............ e 1. 3,095
Specialty caré. . ....... ... . ... .. ..., 1 11,220 )
Landparcels. .........covuiuinennnnn.. . 84 486
Proceeds frqm real property sales .......... 7 37,567 13 91,325 16 69,887
Net cash investments in real property ......... IQ $504,980 50  $507,966 15  $359,296
Advances on loans receivable: ) . .
Investments in new loans ................ © % 47,826 $ 26,554 $ 75,209
Draws on existing loans ................. 14,062 13,833 11,781
Total investments inloans . . . . ............ 61,888 - 40,387 1 86,990
Receipts on loans receivable: : ' co
Loanpayoffs ......................... : 38,450 - 82,379 . 65,002
Principal payments on loans . ............. - 17,023 - 16,259 ) 17,253
" Total principal receipts on loans .. ......... 35473 © 98,638 82,255
Net cash advances/(receipts) on loans ‘ ' .
receivable .. ... ... ... ... ... ........ $ 6415 $(58,251) $ 4735

The investment in Windrose primarily represents $183,139,000 of cash provided to Windrose to extinguish
secured debt and cash used to pay advisory fees, lender consents and other merger-related costs totaling
$15,023,000. These cash uses have been offset by $15,591,000 of cash assumed from Windrose on the merger
effective date.
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“Financing Activities. The changes in net cash provided from or used in financing activities are primarily
attributable to changes related to our long-term debt, common stock issuances, preferred stock issuances and cash
distributions to stockholders. !

The following is a summary of our senior unsecured note issuances (dollars in thousands):

Date Issued Maturity Date Interest Rate Face Amount Net Proceeds
September 2004 . ... ........... .. November 2013 6.000% $ 50,000 $ 50,708
April 2005. .. .. e May 2015 5.875% $250,0600 $246,859
November 2005 .. ............... June 2016 6.200% 300,000 - 297,194
T2005 Totals ... ... $550,000 $544,053
. November 2006 ................. December 2006 4,750% $345,000 $337,517

We repaid $40,000,000 of 8.0% senior unsecured notes upon maturity in April 2004. In May 2003, we
redeemed all of our outstanding $50,000,000 8.17% senior unsecured notes due March 2006, we completed a public
tender offer for $37,670,000 of our outstanding $100,000,000 7.625% senior unsecured notes due March 2008, and
we redeemed $122,500,000 of our outstanding $175,000,000 7.5% senior unsecured notes due August 2007. The
increase in principal payments on secured debt during 2005 is primarily due to early extinguishments of outstanding
mortgages. During the year ended December 31, 2005, we paid off mortgages with outstanding balances of
$72,309,000 and average interest rates of 7.481%.

The change in common stock is primarily attributable to public and private issuances and common stock
issuances related to our dividend reinvestment and stock purchase plan (“DRIP”). The remaining difference in
common stock issuances is primarily due to issuances pursuant to stock incentive plans.

The following is a summary of our common stock issuances {dollars in thousands, except per share amounts):

Date Issue(! Shares Issued Issue Price Gross Proceeds Net Proceeds
2004DRIP . ......... ... . . 1,532,819 $33.65 $ 51,575 $ 51,575
November 2005 .- .................. 3,000,000 $34.15 $102,450 $100,977
2005DRIP .. ... e 1,546,959 $34.59 53,505 53,505
4,546,959 $155,955 $154,482
April 2006 ... ... ... ..ol 3,222,800 $36.00 $116,021 $109,748
2006DRIP . ........ e e e 1,876,377 $36.34 68,184 7 68,184
5,099,177 $184,205 $177,932

In September 2004, we closed on a public offering of 7,000,000 shares of 7.625% Series F Cumulative
Redeemable Preferred Stock, which generated net proceeds of approximately $169,107,000. The proceeds were
used to repay borrowings under our unsecured lines of credit arrangements and to invest in additional properties.

In order to qualify as a REIT for federal income tax purposes, we must distribute at least 90% of our taxable
income (including 100% of capital gains) to our stockholders. The increases in dividends are primarily attributable
to increases in outstanding common and preferied stock shares as discussed above and increases in our annual
common stock dividend per share and the payment of a prorated dividend of $0.3409 in December 2006 in
conjunction with the Windrose merger.
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The following is a summary of our dividend payments (in thousands, except per share amounts):

Year Ended
December 31, 2004 December 31, 2005 December 31, 2006
Per Share Amount Per Share Amount Per Share Amount
Common Stock. . ............... $2.385 $122,987 $2.46 $132,548 $2.8809  $178,365
Series D Preferred Stock. .. ....... 1.97 7,875 1.97 7,875 1.97 7,875
Series E Preferred Stock . . ........ 1.50 933 1.50 375 1.50 ’ 112
Series F Preferred Stock ... ... . ... 1.50 3,929 1.91 13,344 191 13,344
Series G Preferred Stock.......... 0.0625 132
Totals. ....................... $135,724 $154,142 $199,828

Off-Balance Sheet Arrangements

- We have an outstanding letter of credit issued for the benefit of certain insurance companies that provide
workers’ compensation insurance to one of our tenants. Our obligation under the letter of credit matures in 2009. At
December 31, 2006, our obligation under the letter of credit was $2,450,000.

We are exposed to various market risks, including the potential loss arising from adverse changes in interest
rates. We may or may not elect to use financial denivative instruments to hedge interest rate exposure. These
decisions are principally based on the general trend in interest rates at the applicable dates, our perception of the
future volatility of interest rates and our relative levels of variable rate debt and variable rate investments. As of
December 31, 2006, we participated in two interest rate swap agreements related to our long-term debt. Our interest
rate swaps are discussed below in “Contractual Obligations.”

We have a $52,215,000 liability to a subsidiary trust issuing trust preferred securities that was assumed in the
Windrose merger. On March 24, 2006, Windrose’s wholly-owned subsidiary, Windrose Capital Trust I (the
“Trust”), completed the issuance and sale in a private placement of $50,000,000 in aggregate principal amount of
fixed/floating rate preferred securities. The trust preferred securities mature on March 30, 2036, are redeemable at
our option beginning March 30, 2011, and require quarterly distributions of interést to the holders of the trust
preferred securities. The trust preferred securities bear a fixed rate per annum equal to 7.22% through March 30,
2011 ~and a variable rate per annum equal to LIBOR plus 2.05% thereafter.

The common stock of the Trust was purchased by, an operating partnership of Windrose for $1,000,000. The
Trust used the proceeds from the sale of the trust preferred securities together with the proceeds from the sale of the
common stock to purchase $51,000,000 in aggregate principal amount of unsecured fixed/floating junior subor-
dinated notes due March 30, 2036 issued by an operating partnership. The operating partnership received
approximately $49,000,000 in net proceeds, after the payment of fees and expenses, from the sale of the junior
subordinated notes to the Trust. In accordance with FASB Interpretation No. 46(R), Consolidation of Variable
Interest Entities, we have not consolidated the trust because the operating partnership is not considered the primary
beneficiary.
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Contractual Obligations

The following table summarizes our payment requirements under contractual obligations as of December 31,
2006 (in thousands):

Payments Due by Period

Contractual Obligations Total 2007 2008-2009 2010-2011 Thereafter
Unsecured lines of credit | . . .
arrangements(1) ... .. e $ 740,000 $ 40,000 $ 700,000 % 0 3 . 0
Senior unsecured notes . . . ............ 1,539,830 52,500 42,330 0 " 1,445,000
Secured debt .. ... ... ... ... .. ... 378,400 19,199 85,176 62,013 212,012
Trust preferred liability. . ............. 51,000 0 0 0 51,000
Contractual interest obligations. .. ... ... 1,114,788 143,201 254,340 219,379 497 868
Capital lease obligations. . ............ 0. 0 ' 0 0 0
Operating lease obligations. . .......... 37.378 2,756 4,664 4,005 25,953
Purchase obligations. . .. ............. 375,036 80,907 245,924 48,205 . 0
Other long-term liabilities. . ........... 0 0 -0 0 ‘ 0
Total contractual obligations .- .. ... c..) $4.236432  $338,563 31,332,434 - $333,602  $2,231,833

(1) Unsecured lines of credlt arrangemems reflected at IOO% capacity. ,
.r ! 1

We have an unsecured credit arrangement withi‘a consortiiim of twelve banks providing for a'revolving line of
credit (“revolving credit facility”) in the amount of $700,000,000, which expires on Juiy 26, 2009 (with the ability
to extend for one year at our discretion if we are in compliance with all covenants). The agreement specifies that
borrowings under the revolving credit facility are subject to interest payable in periods no longer than three months
at either the agent bank s prime rate of interest or the applicable margin over LIBOR interest rate, at our option
(6.275% at December 31, 2006). The applicable margin is based on our ratings with Moody s Investors Service and
Standard & Poor's Ratmgs Services and was 0.9% at December 31, 2006. In addition, we pay a facility fee annually
to each bank based on the bank’s commitment under the revolving credit facility. The facility fee depends on our
ratings with Moody’s Investors Service and Standard & Poor’s Ratings Services and was 0.015% at December 31,
2006. We also pay an annual agent’s fee of $50,000. Principal is due upon expiration of the agreement, We have
another unsecured line of credit arrangement with a bank for-a total of $40,000,000, which expires May 31, 2007.
Borrowings under this line of credit are’subject to interest at éither the bank’s prime rate of interest (8.25% at
December 31, 2006) or 0:9% over LIBOR interest rate, at our option. Principal is due upon expiration of the
agreement. At December+31, 2006, we had $225,000,000 outstanding’ under the unsecured lines of credit
arrangements and estimated total contractual interest obligations of $35,196,000. Contractual interest obligations
are estimated 'based on the assumption that the balance of $225,000, 000 at December 31 2006 is constant untll
maturity at interest rates in efféct at December 31, 2006. " -

¥

We have $1,539,830,000 of senior unsecured notes principal outstanding with fixed annual interest rates
ranging from 4.75% to 8.0%, payable semi-annually. Total contractual interest obligations on senior unsecured
notes totaled $890,675,000 at December 31, 2006. Additionally, we have 63 mortgage loans totaling with total
outstanding principal of $378,400,000, collateralized by owned properties, with annual interest rates ranging from
4.89% to 8.5%, payable monthly. The carrying values of the properties securing the mortgage loans totaled
$752,917,000 at December 31, 2006. Total contractual interest obligations on mortgage toans totated $146,427,000
at December 31, 2006.

On May 6, 2004, we entered into two interest rate swap agreements (the “Swaps”) for a total notional amount
of $100,000,000 to hedge changes in fair value attributable to changes in the LIBOR swap rate of $100,000,000 of
fixed rate debt with a maturity date of November 15, 2013. The Swaps are treated as fair-value hedges for
accounting purposes and we ultilize the short-cut method in accordance with Statement of Financial Accounting
Standards No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended. The Swaps are with
highly rated counterparties in which we receive a fixed rate of 6% and pay a variable rate based on six-month
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LIBOR plus a spread. At December 31, 2006, total contractual interest oblngauons were estimated to be
$42,490,000 at interest rates in effect at.that time.

At December 31, 2006, we had operating lease obhgatlons of $37, 378, 000 relatmg to our ground leases at
certain of our properties and office space leases.

Purchase obligations are comprised of unfunded construction corimitments and contingent purchase obli-
gations. At December 31, 2006, we had outstanding construction financings of $138,222,000 for- leased properties
and were committed to providing additional financing of approximately $342,754,000 to complete construction. At
December 31, 2006, we had contingent purchase obligations totaling $32,282,000. These contingent purchase
obligations primarily relate to deferred acquisition fundings and capital improvements. Deferred acquisition
fundings are contingent upon a tenant satisfying certain conditions in the lease. Upon funding, amounts due from
the tenant are increased to reflect the additional investment in the property.

- a4

,Capital Structure

As of December 31, 2006, we had stockholders’ equity of $1,978,7‘93,000 and a total outstanding debt balance
of $2,198,001,000, which represents a debt to total book capitalization ratio of 53%. Our ratio of debt to market
capitalization was 39% at December 31, 2006. For the- year ended December 31, 2006, our coverage ratio of
EBITDA to interest was 2.97 to 1.00. For the year ended December 31, 2006, our coverage ratio of EBITDA to fixed
charges was 2.39 to 1.00. Also, at December 31, 2006, we had $36,216, 000 of cash and cash equivalents and
$515,000,000 of available borrowing capacity under our unsecured lines of credit arrangements,

Our debt agreements contain various covenants, restrictions and events of default. Among other things, these
prowsmns require us to maintain certain financial ratios"and minimum net worth and impose certain limits on our
ability to incur indebtedness, create liens and make investments or acquisitions. As of December 31, 2006, we were
in compliance with all of the covenants under our debt agréements. None 'of our debt agreements contain provisions
for acceleration that could be triggered by our debt ratings. However, under our unsecured lines of  credit
arrangements, the ratings on our senior unsecured notes are used to determine the fees and interest payablc

Our senior unsecured notes are rated Baa3 (raungs watch posmve) BBB (stable) and BBB- (posmvc) by
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings, respectively. We plan to manage
the Company to maintain investment grade status with a commensurate capital structure consistent with our current
profile. Any downgrades in terms of ratings or outlook by any or all of the noted rating agencies could have a
material adverse impact on our cost and avaxlabnhty of capital, which could in turn have a material adverse impact
on our consolidated results of operations, liquidity and/or financial condmon

On May 12, 2006, we filed an open-ended automatic or “universal” shelf reglstranon statement wnth the
Securities and Exchange Commission covering an indeterminate amount of future offerings of debt securities,
common stock, preferred stock, depositary shares, warrants and units, Also, as of February 16, 2007, we had an
effective registration statement on file in connection with our enhanced DRIP program under which we may issue
up to 6,314,213 shares of common stock. As of February 16, 2007, 1,101,020 shares of common stock remained
available for issuance under this registration statement. Depending upon market conditions, we anticipate issuing
securities under our registration statements to invest in additional properties and to repay borrowings under our
unsecured lines of credit arrangements.

s

Results of Opérations

One Year One Year " Two Year
) Year Ended Change Year Ended Change Change
_ Dec. 31,2004 Dec.31,2005 _ § % Dec.31,2006 _$ % _ § %
Net income available to common . .o
stockholders . ............ $ 72,634 $ 62,692 $(9942) (14)% § 81,287 $18,595 30% _$ 8.653 12%
Funds from operations. .. ... .. 146,742 144,293 (2449) (2)% 177,580 33,287 23% . 30,838 21%
Funds available for distribution. . 136,343 147,730 11,387 8% 191,885 44,155 30% 535,542 41%

EBITDA ................. 235377 254,731 19354 8% 300485 45754 18% 65,108 28%
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The components of the changes in revenues, expenses and other items are discussed in detail below, The
following is a summary of certain items that impact the results of operations for the year ended December 31, 2006:

* $5,213,000 ($0.08 per diluted share) of merger-related expenses;

. $l,287,'000 ($0.02 per diluted share) of additional compensation costs related to accelerated vesting

requirements of certain stock-based compensation awards;

a

‘e $],267,600 ($0.02 per diluted share) of gains on the sales of real property; and

. $20,561,000 ($0.3.3 per diluted shére) prepsl'id/straight-line rent cash receipts for FAD only.

The following is a summary of certain items that impact the results of operations for the year ended

December 31, 2005: ~

T« $20,662,000 ($O.3'8 per diluted share) of net losses on extinguishments of debt;

+ $4,523,000 ($0.08 per diluted share) of additional interest income related to the payoffs of loans that were
either on non-accrual or partial accrual and all contractual interest due was received from the borrowers;

* $3,227,000 ($0.06 per diluted share) of gains on the sales of real property; and

. ' o' . ’
*+ $13,869,000 ($0.25 per diluted share) prepaid/straight-line rent cash receipts for FAD only.

The followmg is a summary of certam items that impact the results of operations for the year ended

December 31, 2004:, , '

. $314,000_ (50.01 per diluted .shal;e) of impairment char_ges.,;

. $143,000'($Q.00 per diluted share) of losses on the sales of real property; and

. $8,144,000 ($0.16 per diluted share) prepaid/straight-line rent cash receipts for FAD only.

The increase in fully diluted average common shares outstanding is primarily the result of the Windrose
merger, public and private common stock offerings and common stock issuances pursuant to our DRIP. The
following table represents the changes in outstandmg common stock for the period from January 1, 2004 to

December 31 2006 (in thousands):

Year Ended

! Dec. 31, Dec. 31, Dec. 31,
| 2004 2005 2006 Totals
! Beginning balance . . ... ST e 50,361 52,925 " 58,125 50,36‘1
. Windrose merger . ... ... 9,679 9,679
Public/private offerings. . . .. ...... ... ... ... e 3,000 3,223 6,223
| DRIP ISSUANCES . . v v v vttt et et it e mte ettt ssie e ranasnaananes 1,533 1,547 1,877 4,957
| " Preferred stock. conversnons ................................... 369 210 579
| Other 1SSUANCES .« . o v v e ot e e e e e et e e e e 662 443 288 1,393
Ending balance ........... ... .. ... . ... . i ot PRI 52,925 58,125 73,192 73,192
Average number of common shares outstanding: -
Basic . - : . 51,544 54,110 61,661
i Diluted . ) 52,082 54,449 62,045
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Revenues were comprised of the following (dollars in thousands):

b

S One Year One Year Two Year
* Year Ended Change Year Ended Change Change
. ) Dec. 31, 2004 Dec. 31, 2005 $ %  Dec. 31, 2006 3 % $ __‘i:_

Rental income .. ... ... 1$205,182  $244997 $30815  19% $300,071 $55,074  22% $94,889  46%
Interest income ........ 22818 23993 LIS 5% 18,829 (5.164) (2% (3.989) (1%
Other income... . .. . .. .. 2,432 4548 2,116 '87% 3,924 624) (14)% 1492 61%
Prcpaymeqt fees...... 50 _ (50) nfa n/a (50) (100)%
Totals .. . . . .. e, $230482  $273,538 $43056 19% $322,824 $49286  18% $92,342 _40%

The increase in gross revenues is primarily attributable to increased rental income resuiting from the
acquisitions of new properties from which we receive rent. See the discussion of investing activities in “Liquidity
and Capital Resources” above for further information. Certain of our leases contain annual rental escalators that are
contingent upon changes in the Consumer Price Index and/or changes in the gross operating revenues of the tenant’s
properties. These escalators are not fixed, so no straight-line rent is recorded; however, rental 'mcomc is recorded
based on the contractual cash rental payments due for the period. While this change does not affect our cash flow or

_our ability to pay dividends, it is anticipated that we will generate additional organic growth and minimize non-cash
stralght hne rent over time. If gross, operaung revenues at our facilities and/or the Consumer Price Index do not
increase, a portion of our revenues may not continue to increase. Sales of real property would offset revenue
increases and, to the extent that they exceed new acquisitions, could result in decreased revenues. Our leases could :
renew above or below current rent rates, resultmg in an increase or decrease in rental income. ’

Interest income decreased in 2006 primarily due to recognition of additional interest income of approximately
$4,523,000 in 2005. The additional interest income related to the payoffs of loans that were either on non-accrual o
partial accrual and-all contractual interest was received from the borrowers. The decrease from 2004 to 2006 is
primarily due to the decrease in outstandmg toans receivable from $258 734 000 at December 31, 2003 to
$194,448,000 at December 31, 2006.

Expenses were comprised of the following (dollars in thousands):

a1

. Year Ended %':a:’;‘:r‘ Year Ended One Year Change  Two Year Change
. ) Dec. 31,2004 Dec.31,2005 _$ = % = Dec. 32006  § e 8 %
Interest expense e $ 65888 % 77319 Si1431 17% $ 94802 $17483 23% $28914 44%
Property operating‘ expenses . .. e 1,115 1LI15 nfa 1,115 nfa
Depreciation and amortjzation .. 61,681 74,816 13,135 21% 93,131 18315 24% 31450 51%
General and administrative . . . . 15,798 16,163 365, 2% 26,004 9,841 61% 10,206 65%
Loan expense .. ... e 3,393 2,710 {683) '(20)% 3255 545 20% (138) @)%
Impairment of assets. . ....... 314 Co (314) nfa nfa (314 (100)%
Loss on extinguishment of . Do .
cdebt oL ) 21,484 21,484 100% . {21,484) (100)% nfa
Provision for loan losses. .. ... 1,200 1,200 0 _0% 1,000 (200) (1D% _ (200} (17)%

Totals .. ...... e $148,274  $193,602 $45418 31% $219,307 $25615 13% $71.033 _48%

The increase in total expenses is primarily attributable to increases in interest expense and the provisions for
depreciation and amortization offset by the recognition of losses on extinguishment of debt in 2005. The increases
in interest expense are primarily due to higher average borrowings and changes in the amount of capitalized interest
offsetting interest expense. If we borrow under our unsecured lines of credit arrangements, issue additional senior
unsecured notes or assume additional secured debt, our interest expense will increase.
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The following is a summary of our interest expense (dollars in thousands):

One Year ' Two Year
Year Ended : One Year Change Year Ended Change Change
Dec. 31, 2004 Dec. 31, 2005 s % . Dec. 31, 2006 $ % $ %
Senior unsecured notes. . . . . $61,216  $63,080 § 1,864 3% $80,069 $16989 27% $18,853 3}'%
Secureddebt . ........... 11,069 11,769 700 6% 0,641 (2,128) (18)% (1,428) (13)%
Unsccured lines of credit . .. 2916 9413 6497 223% 11397 1,984 21% 8481 291%
Capitalized interest. . ... ... (875) (663) 210 (24)% (4470) (3,805) 572% (3,595) 411%
SWAP losses (savings) . . ... (1,770) (972) 798  (45)% 197 1,169 n/fa 1,967 nfa
Discontinued operations . . . . (6,668) (5,306) 1,362 (200% _(2.032) 3274 (62)% _ 4,636 ‘ _(_‘@)%

Totals . . .....ovennnn.. $65.888  $77,319 $11431  17% $94.802 $17483 23% $28914 44%

The change in interest expense on sénior unsecured notes is due to the net effect and timing of issuances and
extinguishments. See the discussion of financing activities in “Liquidity and Capital Resources” above for further
information. :

The following is a summary of our senior unsecured notes activity (dollars in thousands): . |

Year Ended December 31, 2004 Year Ended December 31, 2005  Year Ended December 31, 2006

Weighted Average . Weighted Average - ~ Weighted Average
Amount Interest Rate Amount Interest Rate Amount lnterest Rate

. Beginning balance ... $865,000 7.291%  $ 875,000 7.181%  $1,.194.830 . .. 6.566%

Debt issued ........ 50,000 6.000% 550,000 6.052% 345000 . *‘4.750%
Debt extinguished ...  (40,000) 8.090% (230,170) 7.677%

Ending balance ... .. $875,000  7.181%  $1,194,830 '~ 6.566%  $1,539,830 6.159%
Monthly averages. ... $852,692 7.242% $ 961,469 6.829% $1,244,445 - 6.494%-

The change in interest expense on secured debt is due to the net effect and timing of 'assum'f_vtions
extinguishments and principal amortizations. The following is a summary of our secured debt activity (dollars
in thousands):

. N . "
Year Ended December 31, 2004 Year Ended December 31, 2005 Year Ended December 31, 2006

Weighted Average Weighted Average .. Weighted Average

Amount Interest Rate Amount Interest Rate Amount Interest Rate
Beginning balance . . .. .. $148,184 7.512% $160,225 7.508% $107,540 7.328%
Debt assumed . ...... v, 14,555 7.500% 22,309 6.561% 273,893 6.053%
Debt extinguished . ... .. (72,309) 7.481% o d '
Principal payments . . ... ' (2,514) 7.709% (2,685) 7.584% (3,033) 7.226%
Ending balance . ....... $160,225 7.508%  $107,540 7.328%  $378,400 6.406%
Monthly averages ...... $148,141 7.510% $156,027 7.452% $144,512 7.021%..

The change in interest expense on unsecured lines of credit arrangements is due primarily to higher average
interest rates. The following is a summary of our unsecured lines of credit arrangements (dollars in thousands)

Year Ended December 31

. _ 2004 2005 2006
Balance outstanding at December 31......... ... .. ... .o iienty $151,000  $195000  $225,000
Maximum amount outstanding at any month end:. . .. . .. PO, Cov.. 159,000 318,000 276,000
Average amount outstanding (total of daily principal balances divided by Sob
days In YEar). . ..ot e e . 54770 - 181,232 164,905
Weighted average interest rate (actual interest expense d1v1ded by average '
borrowings outstanding) ........ ... ... ... il e © 5.32% 5.19% 6.91%




We capitalize certain interest costs associated with funds used to finance the construction of properties owned
directly by us. The amount capitalized is based upon the borrowings outstanding during the construction period
using the rate of interest that approximates our cost of financing. Our interest expense is reduced by the amount
capitalized. Capitalized interest for the years ended December 31, 2004, 2005 and 2006 totaled $875,000, $663, 000
and $4,470,000, respectively. -

On May 6, 2004, we entered into two interest rate swap agreements (the “Swaps”) for a total notional amount
of $100,000,000 to hedge changes in fair value attributable to changes in the LIBOR swap rate of $100,000,000 of
fixed rate debt with a maturity date of November 15, 2013. We receive a fixed rate of 6.0% and pay a variable rate
based on six-month LIBOR plus a spread. For the year ended December. 31, 2006, we incurred $197,000 of losses
related to our Swaps that was recorded as an addition to interest expense. For the years ended December 31, 2005,
and 2004, we generated $972,000 and $1,770,000, respectively, of savings related to our Swaps that was recorded as
a reduction of interest expense. )

Property operating expenses represent 12 days of expenses in 2006 related to Windrose's operating properties
acquired on December 20, 2006. These expenses include ground leases, property taxes and other expenses not
reimbursed by tenants,

Depreciation and amortization increased primarily as a result of additional investments in properties owned
directly by us. See the discussion of investing activities in “Liquidity and Capital Resources” above for further
information. To the extent that we acquire or dispose of addltlonal properties in the future, our provision for
depreciation will change accordingly. ;

General and administrative expenses as a percentage of revenues (including discontinued operations) for the
year ended December 31, 2006, were 8.26% as compared with 5.89% and 6.54% for thé’' same periods in 20035 and
2004, respectively. The 2006 increase is directly attributable to $5,213,000 of merger related expenses and
$1,287,000 of accelerated stock-based compensation expenses. The change from 2004 to 2005 is due to increased
costs to attract and retain appropriate personnel to achieve our business objectives offset by a dccrease in
professional service fees and other operating costs as a result of focused expense control.’

The change in loan expense was primarily due to increased costs in 2006 related to amending our primary
unsecured line of credit arrangement and costs related to the issuance’ of senior unsecured notes.

During the year ended December 31, 2004, it was determined that the projected undiscounted cash flows from
one of our properties did not exceed its related net book value and an impairment charge of $314,000 was recorded
to reduce the property to its estimated fair market value. The estimated fair market value.of the property was
determined by an independent appraisal. We did not record any impairment charges for the years ended Decem-
ber 31, 2005 or December 31, 2006,

The provision for loan losses is related to our critical accounting esumate for the allowance for loan losses’and
is discussed below in “Critical Accountmg Policies.”

Other items were comprised of the following (dollars in thousands):

One Year One Year Two Year
Year Ended Change - Year Ended - Change ' *© - Change
Dec. 31, 2004 Dec. 31, 2005 $ Zo_ Dec. 31, 2006 $. - i:_ $ ' i
Minority interests. . . .. ... .. ) $ (3 $ (N na' $ (I3 na
Gain (loss) on sales of ' : ST =
properties. .. . .. e o (143) 3,227 - 3370 nfa 1,267 (1,960) (61)% 1,410, n/a
Discontinued operations, net . . 3,306 1,213 (2,093) (63)% 2,021) (3, 234) nfa (5,327) nfa
Preferred dividends. . ....... (12,737) (21,594) (8.857) T0% (21,463) (% =(8 726) _69%
Totals .. ................ 5 (9,570 $(17,154)  $(7,580) ﬂ% $(22,230) (5, 076) 30% !IZ 656) 132%

Three assisted living facilities were held for sale at December 31, 2006 and were sold subsequent to year-end.
During the years ended December 31, 2004, 2005 and 2006, we sold properties with carrying values of $37,710,000,
388,098,000 and $75,989,000 for net losses of $143,000 and net gains of $3,227,000 and $1,267,000, respectively.
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In accordance with Statement of Financial Accounting Standards No. 144, we have reclassified the income and
expenses attributable to the properties sold subsequent to January 1, 2002 and attributable to assets held for sale at
December. 31, 2006 to discontinued operations. These properties generated $3,306,000 and $1,213,000 of income
after deducting depreciation and interest expense from rental revenue for the years ended December 31, 2004 and
2005, respectively, and a loss of $2,021,000 for the year ended December 31, 2006. Please refer to Note 16 of our
audited consolidated financial statements for further discussion.

The increase in preferred dividends is primarily due to the increase in average outstanding preferred shares.
The following is a summary of our preferred stock activity:

- Year Ended December 31, 2004  Year Ended December 31,2005  Year Ended December 31, 2006

Weighted Average Weighted Average Weighted Average
. . Shares -Dividend Rate Shares Dividend Rate Shares Dividend Rate

Beginning balance . 4,830,444 7.553% 11,350,045 7.663% - 11,074,989 7.704%
Shares issued . . ... 7,000,000 7.625% 2,100,000 7.500%
Shares redeemed . .

Shares converted . . . (480,399) 6.000% (275,056) 6.000%

Ending balance . ., .. 11,350,045 - 7.663% 11,074,989 7.704% 13,174,989 7.672%
Monthly averages .. 6,786,481 7.621% 11,245,073 7.679%% 11,236,527 7.701%

In conjunction with the acquisition of Windrose Medical Properties Trust in December 2006, we issued
2,100,000 shares of 7.5% Series G Cumulative Convertible Preferred Stock. These shares have a liquidation value
of $25.00 per share. Dividends are payable quarterly in arrears. The preferred stock, which has no stated maturity,
may be redeemed by us at a redemption price of $25.00 per share, plus accrued and unpaid dividends on such shares
to the redemption date, on or after June 30, 2010. Each Series G Preferred Share is convertible by the holder into our
common stock at a conversion price of $34.93, equivalent to a conversion rate of 0.7157 common shares per Series G
Preferred Share, These shares were recorded at $29.58 per share, which was deemed to be the fair value at the date
of issuance. ‘

Non-GAAP Financial Measures

We believe. that net income available to common stockholders, as defined by U.S. GAAP, is the most
appropriate earnings measurement. However, we consider FFO and FAD to be useful supplemental measures of our
operating performance.'Historical cost accounting for real estate assets in accordance with U.S. GAAP implicitly
assumes that the value of real estate assets diminishes predictably over time as evidenced by the provision for
depreciation. However, since real estate values have historically risen or fallen with market conditions, many
industry investors and analysts have considered presentations of operating results for real estate companies that use
historical cost accounting to be insufficient. In response, the National Association of Real Estate Investment Trusts
(“NAREIT”) created FFO as a supplemental measure of operating performance for REITs that excludes historical
cost depreciation from net income. FFO, as defined by NAREIT, means net income, computed in accordance with
U.5. GAAP, excluding gains {or losses) from sales of real estate, plus depreciation and amortization, and after
adjustments for unconsolidated partnerships and joint ventures. FAD represents FFO excluding the net straight-line
rental adjustments, rental income related to above/below market leases and amortization of deferred loan expenses
and less cash used to fund capital expenditures, tenant improvements and lease commissions.

In April 2002, the Financial Accounting Standards Board issued Statement No. 145 that requires gains and
losses on extinguishment of debt to be classified as income or loss from continuing operations rather than as
extraordinary items as previously required under Statement No. 4. We adopted the standard effective January 1,
2003 and -have properly reflected the $21,484,000, or $0.39 per diluted share, of losses on extinguishment of debt
for the year ended December 31, 2005. These charges have not been added back for the calculations of FFQ, FAD or
EBITDA. )

" .. In October 2003, NAREIT informed its member companies that the SEC had changed its position on certain
aspects of the NAREIT FFO definition, including impairment charges. Previonsly, the SEC accepted NAREIT's
view that impairment charges were effectively an early recognition of -an expected loss on an impending sale of
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property and thus should be added back to net income in the calculation of FFO and FAD similar to other gains and
losses on sales. However, the SEC’s clarified interpretation is that recurring impairments taken on real property may
not be added back to net income in the calculation of FFO and FAD. We have adopted this interpretation and have
not added back impairment charges of $314,000, or $0.01 per diluted share, recorded for the year ended
December 31, 2004 .

EBITDA stands for earnings before interest, taxes, depreciation and amortization. We believe that EBITDA,
along with net income and cash flow provided from operating activities, is an important supplemental measure
because it provides additional information to assess and evaluate the performance of our operations. Additionally,
restrictive covenants in our long-term debt arrangements contain financial ratios based on EBITDA. We primarily
utilize EBITDA to measure-our interest coverage ratio, which represents EBITDA divided by total interest, and our
fixed charge coverage ratio, which represents EBITDA divided by fixed charges. Fixed charges include total
interest, secured debt principal amortization and preferred dividends.

-

FFO, FAD and EBITDA are financial measures that are widely used by investors, equity and debt analysts and
rating agencies in the valuation, comparison, rating and investment recommendations of companies. Management
uses these financial measures to facilitate internal and external comparisons to our historical operating results and in
making operating decisions. Additionally, FFO and FAD are utilized by the Board of Directors to evaluate
management. FFQO, FAD and EBITDA do not represent net income or cash flow provided from operating activities
as determined in accordance with U.S. GAAP and should not be considered as alternative measures of profitability
or liquidity. Finally, FFO, FAD and EBITDA, as defined by us, may not be comparable to similarly entitled items
reported by other real estate investment trusts or other companies.

Net operating income (“NOI") is used to evaluate the operating performance of certain real estate properties
such as medical office buildings. We define NOI as rental revenues, including tenant reimbursements, less property
level operating expenses, which exclude depreciation and amortization, general and administrative f;xbe'nses,
impairments, interest expense and discontinued operations. We believe NOI provides investors relevant and useful
information because it measures the operating performance of our medical office buildings at the property level on
an unleveraged basis. We use NOI to make decisions about resource allocations and to assess the property level
performance of our medical office buildings.
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The table below reflects the reconciliation of FFO to net income available to common stockholders, the most
directly comparable U.S. GAAP measure, for the periods presented, The provisions for depreciation and amor-
tization includes. provisions for depreciation and amortization from discontinued operations, Amounts are in

thousands except for per share data.

FFO Reconciliation: ' _

Net income available to common stockholders . .. ... ..
Depreciation and amortization . : . ................ "
Loss (gain) on sales of properties. . ............ B

Minority interests . .................. e

Prepayment fees ........... ... ... ... . ... . ...,

Funds fromoperations.. . . ............. ... ......
Average common shares outstanding:

Diluted

Per share data:

Net income available to common stockholders
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Year Ended
December 31, DPecember 31, December 31,
2004 2005 2006
$ 72634 % 62,692 $ 81,287
74,015 - 84,828 97,564
143 (3,227) (1,267)
' (4)
(50)
$146,742 $144,293 $177,580 -
51,544 . - 54,110 61,661 .
52,082 54,499 62,045
$ 141 $ 116 $ 132
*1.39 1.15 1.31
$ 285 $ 267 $ 288
2.82 2.65 2.86




The table below reflects the reconciliation of FAD to net income available to common stockholders, the most -
directly comparable U.S..GAAFP measure, for the periods presented. The provisions for depreciation and amor-
tization includes prowsnons for depreciation and amomzatlon from discontinued operations. -Amounts are in

thousands except for per share data. M 4 Lo :
- T ' Year Ended
December 31, December 31, December 31,
A 2004 2005 2006
FAD Reconc1hat10n o '
Net income avallable to common stockho]ders ........ $ 72,634 $ 62,692 . $ 81,287
Depreciation and.amortization . ................... 74,015 84,828 97,564
Loss (gain) on sales of properties. ................. 143 (3,227) (1,267)
Prepayment fees . . ... ... ... ... .. .. ... .. ... (50) - 4
- Gross straight-line rental income .. ................ (21,936)  (13,142). (9,432)
Prepaid/straight-line rent receipts . . ;. > . ... ......... 8,144 , . 13,869 20,561. -
Rental income related to abovef(below) market leases, | L
net ._......... e : . (60
Amgrtization of deferred loan EXPENSES . .. .......... | 3393 2,710 I 3,255
Cap Ex, tenant improvements, lease commissions. . . . . . , I 3 )
Minority interests ............ e ) o 2)
Funds available for distribution . . ..., ... ... $136,343 $147,730 ~ $191,885
Average common shares outstandmg - ‘
Basic....... P [ O 51,544 54,110 61,661
" Diluted- . . . ... P PR e 52082 54,499 62,045
Per share data: ST C o ‘ '
Net income available to common stockholders
Basic........... e e e e e $ 141 $ 116 $ 132
Diluted .........0...... ... L 1.39 1.15 1.31
Funds available for distribution : .
Basic. ... ... e $ 265 $ 273, § 311
Diluted ... ................. PR S _ 2.62 27 3.09
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The table below reflects the reconciliation of EBITDA to net income, the most directly comparable U.5. GAAP
measure, for the periods presented. Interest expense and the provisions for.depreciation and amortization includes
discontinued operations, Tax expense represents income-based taxes. Amortization represents the amortization of
deferred loan expenses. Adjusted EBITDA represents EBITDA as adjusted below for items pursuant to covenant
provisions of our unsecured lines of credit arrangements. Dollars are in thousands.

Year Ended
December 31, December 31, December 31,
2004 2005 2006

EBITDA Reconciliation:
Netincome . ... ...t $ 85,371 $ 84,286 - $102,750
Interest expense. ............. e 72,556 © 82,625 96,834
Tax expensedbenefit) . . ..... ... ... oo 42 282 ' 82
Depreciation and amortization .. ... ............... 74,015 84,828 97,564
Amortization of deferred loan expenses .. ........... -3,393 T 2,710 3,255
1354 1) 235377 254731 300485
Stock-based compensation expense . ............... 2,887, . 2,948 6,980
Provision for loan 10SS€5 . . ... ................... 1,200 1,200 1,000
Loss on extinguishment of debt, net. . . ............. ‘ 20,662 e
EBITDA - adjusted .. ........... e - $239,464 . - $279,541 $308,465
Interest Coverage Ratio: . L . .
Interest eXPense. . ..ot i it e $ 72,556 $ 82,625 $ 96,834
Capitalized interest . .......... e 875 " 665 4;470

Total interest . . ... 73,431 83,290 . 101,304
EBITDA . ... ... i e i es o $235377 $254,731 $300,485

Interest coverage ratio.. .......... N . 3.21x 3.06x 2.97x
EBITDA - adjusted ......... e e $239,464 $279,541 $308,465

Interest coverage ratio - adjusted. . ............... 3.26x 3.36x% 3.04x
Fixed Charge Coverage Ratio:
Total INtEreSt . . .. v oo r e i e ineeininn el $ 73431 $ 83,290 -$101,304
Secured debt principal amortization . .. ............. ’ 2,514 12,685 3,033
Preferred dividends . ............. ... ... oL 12,737 21,594 21,463

Total fixed charges. ... ........... ... . ....... 88,682 107,569 125,800
EBITDA ... e $235,377 $254,731 $300,485

Fixed charge coverageratio . . .................. 2.65x 2.37x 2.39x |
EBITDA -adjusted . ...........oiiinninnnnnnn. $239,464 $279,541 $308,465

Fixed charge coverage ratio - adjusted . ........... 2.70x 2.60x 2.45x

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with U.S, GAAP, which requires us to make
estimates and assumptions. Management considers an accounting estimate or assumption critical if:

* the nature of the estimates or assumptions is material due to the levels of subjectivity and judgment

necessary 10 account for highly uncertain matters or the susceptibility of such matters to change; and

« the impact of the estimates and assumptions on financial condition or operating performance is material.
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Management has discussed the development and selection of its critical accounting policies with the Audit
Committee of the Board of Directors and the Audit Committee has reviewed the disclosure presented below relating
to them. Management believes the current assumptions and other considerations used to estimate amounts reflected
in our consolidated financial statements are appropriate and are not reasonably likely to change in the future.
However, since these estimates require assumptions to be made that were uncertain at the time the estimate was
made, they bear the risk of change. If actual experience differs from the assumptions and other considerations used
in estimating amounts reflected in our consolidated financial statements, the resulting changes could have a material
adverse effect on our consolidated results of operations, liquidity and/or financial condition. Please refer to Note 1
of our audited consolidated financial statements for further information on sngmficant accounting policies that
impact us. There were no material changes to these policies in 2006. .

We adopted the fair value-based method of accounting for share-based payments effective January 1, 2003
using the prospective method described in FASB Statement No. 148, Accounting for Stock-Based Compensation —
Transition and Disclosure. Because Statement 123(R) must be applied not only to new awards but to previously
granted awards that are not fully vested on the effective date of Statement 123(R), and because we adopted
Statement 123 using the prospective transition method (which applied only to awards granted, modified or settled
after the adoption date of Statement 123), compensation cost for some previously granted awards that were not
recognized under Statement 123 has been recognized under Statement 123(R). Additionally, we amortize com-
pensation cost for share based payments to the date that the awards become fully vested or to the expected
retirement date, if sooner. Effective with the adoption of Statement 123(R) we began recognizing compensation cost
to the date the awards become fully vested or to the retirement eligible date,.if sooner. Had we adopted
Statement 123(R) in prior periods, the impact of that standard would have approximated the impact of Statement 123
as described in the disclosure of pro forma net income and earnings per share to our audited consolidated financial
statements. The adoption of Statement 123(R) increased compensation cost by approximately $1,287,000 for 2006
as a result of amortizing share based awards to the retirement eligible date. -

T

The follo_wing table presents information about our critical accounting polféies, as well as the ‘material
assumptions used to develop each estimate:

Nature of Critical
Accounting Estimate

Allowance for Loan Losses

We maintain an allowance for loan losses in accordance with
Statement of Financial Accounting Standards No. 114, Accounting
by Creditors for Impairment of a Loan, as amended, and SEC Staff
Accounting Bulletin No. .102,; Selected Loan Loss Allowance
Methodology and Documentation Issues. The allowance for loan
losses is maintained at a level believed adequate to absorb potential
losses in our loans receivable. The determination of the allowance is
based on a quarterly evaluation of all outstanding loans. If this
evaluation indicates that there is a greater risk of loan charge-offs,
additional allowances or placement on non-accrual status- may be
required. A loan is impaired when, based on current -information
and events, it is probable that we will be unable to collect ali
amounts due as scheduled according to the contractual terms of the
original loan agreement, Consistent with this definition, all loans on
non-accrual are deemed impaired. To the extent cnrcumstances
improve and the risk of collectibility is diminished, we will return
these loans to full accrual status.

Depreciation and Amortization and Useful Lives

Substantially all of the properties owned by us are leased under
operating leases and are recorded at cost. The cost of our real
property is allocated to land, buildings, improvements and
intangibles in accordance with Statement of Financial Accounting
Standards No. 141, Business Combinations. The allocation of the

acquisition costs of properties is based on appraisals commissioned

from independent real estate appraisal firms.

H

Assumptions/
Approach Used

The determination of the allowance is based on a quarterly evaluation
of all outstanding loans, including general economic conditions and
estimated collectibility of loan payments and principal. We evaluate
the collectibility of our loans receivable based on a combination of
factors, including, but not limited to, delinquency.status, historical loan
charge-offs, financial strength of the borrower and guarantors and
value of the underlying property or other collateral.

For the year ended December 31, 2006_@e.recorde'd $1,000,000 as

provision for loan losses, resulting in an allowance for loan losses of )

$7.406,000 relating to loans with outstanding balances of $78,113,000
at December 31, 2006. At December 31, 2006, we had loans wuh
outstanding balances of $10.529,000 on non‘actrual status.

We compute depreciation and amortization on our properties using the
straight-line method based on their estimated useful lives which range
from 15 to 40 years for buildings, five to 15 years for improvements
and five years for intangibles. '

For the year ended December 31, 2006, we recorded $79,284,000,
$17,955,000 and $325,000 "as provisions for depreciation and
amortization relating to buildings, improvements and intangibles,
respectively, including amoumts reclassified - as  discontinued
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Nature of Critical
Accounting Estimate

Impairment of Long-Lived Assets

We review our long-lived assets for potential impairment in
accordance with Statement of Financial Accounting Standards
No. 144, Accounting for the Impairment and Disposal of Long-
Lived Assets. An impairment charge must be recognized when the

carrying value of a long-lived asset is not recoverable. The carrying

value is not recoverable if it exceeds the sem of the undiscounted cash
flows expected to result from the use and eventual disposition of the
asset. If it is determined that a permanent impairment of a long-lived
asset has occurred, the carrying value of the asset is reduced to its fair
value and an impairment charge is recognized for the difference
between the carrying value and the fair value,

Fair Value of Derivative Instruments

The valuation of deivative instruments is sccounted for in accordance
with Statement® of Financial Accounting Standards No. 133,
Accounting for Derivative Instruments and Hedging Activities
('SFAS133™), as amended by Statement of Financial Accounting
Standards No. 138, Accounting for Certain Derivative Instruments
and Certain Hedging Activities. SFAS133, as amended, requires

companies to record derivatives at fair market value on the batance

sheet as assets or liabilities.

Revenue Recognition

Revenue is recorded in accordance with Statement of Financial
Accounting Standards Ne. 13, Accounting for Leases, and SEC
Staff Accounting Bulletin No.. 104, Revenue Recognition in
Financial Statements, as amended (‘SAB104*), SAB104 requires
that revenue be recognized after four basic criteria are met. These
four criteria include persuasive evidence of an arrangement, the
rendering of service, fixed and determinable income and reasonably
- assured collecability. If the collectibility of revenue is determined
incorrectly, the amount and timing of our reported revenue could be
significantly affected. Interest income on loans is recognized as earned
based upon the principal amount outstanding subject to an evaluation
of collectibility risk. Substantially all of our operating leases contain
either fixed or contingent escalating rent structure. Leases with fixed
annual rental escalators are generally recognized on a straight-line
basis over the initial lease period, subject to a collectability assessment.
Rental income related te leases with contingent rental escalators is
generally recorded based on the contractual cash rental payments due
for the period. .

Impact of Inflation

Assumptions/
Approach Used

operations. The average useful life of our buildings and improvements
was 32.1 years and 11.5 years, respectively, at December 31, 2006, The
amortization of lease intangibles represents 12 days of amortization
expenses due to the Windrose merger on December 20, 2006.

The net book value of long-lived assets is reviewed quarterty on a
property by property basis to determine if there are indicators of
impairment. These indicators may include anticipated operating
losses at the property level, the tenant's inability to make rent
payments, a decision to dispose of an asset before the end of its
estimated useful life and changes in the market that may permanently
reduce the value of the property. If indicators of impairment exist, then
the undiscounted future cash flows from the most likely use of the
property are compared to the current net book value. This analysis
requires us to determine if indicators of impairment exist and to
estimate the most likely stream of cash flows to be generated from
the property during the period the property is expected to be held.

We did not record any impairmem charges for the year ended
December 31, 2006.

The valuation of derivative instruments requires us to make estimates
and judgments that affect the fair value of the instruments. Fair values
for our derivatives are estimated by a third party consultant, which
utilizes pricing models that consider forward yield curves and discount
rates. Such amounts and the recognition of such amounts are subject to
significant estimates which may change in the future, At December 31,
2006, we participated in two interest rate swap agreements related to
our long-term debt. At December 31, 2006, the swaps were reported at
their fair value as a $902,000 other asset. For the year ended
December 31, 2006, we incurred $197,000 of losses related (o our
swaps that was recorded as an addition to interes! expense,

We evaluate the collectibility of our revenues and related receivables
on an on-going basis. We evaluate collectibility based on assumptions
and other considerations including, but not limited to, the certainty of
payment, payment history, the financial strength of the investment’s
underlying operations as measured by cash flows and payment
coverages, the value of the underlying coliateral and guaranties and
current economic conditions.

If our evaluation indicates that collectibility is not reasonably assured,
we may place an investment on non-accrual or reserve against all or a
portion of current income as an offset to revenue.

For the year ended December 31, 2006 we rccbgm'zed $18,829,000 of
interest income and $305,635.000 of rental income, including
discontinved operations. Cash receipts on leases with deferred
revenue provisions were $20,561,000 as compared to gross straight-
line rental income recognized of $9,432,000. At December 31, 2006,
our straight-line receivable balance was $53,281,000, net of reserves
totaling $5,902,000. Alsc at December 31, 2006, we had loans with
outstanding balances of $10,529,000 on non-accrual status.

During the past three years, inflation has not significantly affected our earnings because of the moderate
inflation rate. Additionally, our earnings are primarily long-term investments with fixed rates of return. These
investments are mainly financed with a combination of equity, senior unsecured notes and borrowings under our
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unsecured lines of credit arrangements. During inflationary periods, which generally are accompanied by rising
interest rates, our ability to grow may be adversely affected because the yield on new investments may increase at a
slower rate than new borrowing costs. Presuming the current inflation rate remains moderate and long-term interest
rates do not increase significantly, we believe that inflation will not impact the avallabxllty of equity and debt
financing for us.

Item 7A. Quantuanve and Qualitative Dlsclosures About Market Risk

We are exposed to various market risks, mcludmg the potential loss arising from adverse changcs in interest
rates. We seek to mitigate the effects of fluctuations in interest rates by matching the terms of new investments with
new long-term fixed rate borrowings to the extent possible. We may or may not elect to use financial derivative
instruments to hedge interest rate exposure. These decisions are principally based on our policy to fund our fixed
rate investments with long-term fixed rate debt and equity, but are also based on the general trend in interest rates at
the applicable dates and our perception of the future volatility of interest rates. The following section is presented to
provide a discussion of the risks associated with potential fluctuations in interest rates. ‘

We historically borrow on our unsecured lines of credit arrangements to acquire, construct or make loans
relating to health care and senior housing properties. Then, as market conditions dictate, we will issue equity or
long-term fixed rate debt to repay the borrowings under the unsecured lines of credit arrangements.

A change in interest rates will not affect the interest expense associated with our fixed rate debt. Interest rate
changes, however, will affect the fair value of our fixed rate debt. At December 31, 2006, we had $1,539,830,000 of
outstanding principal balances related to our senior unsecured notes. A 1% increase in interest rates would result in
a decrease in fair value of our sentor unsecured notes by approximately $71,108,000 at December 31, 2006. At
December 31, 2005, we had $1,194,830,000 of outstanding principal balances related to our senior unsecured notes.
A 1% increase in interest rates would result in a decrease in fair value of our senior unsecured notes by
approximately $36,770,000 at December 31, 2005. At December 31, 2006, we had $363,848,000 of outstanding
principal balances related to our fixed rate secured debt. A 1% increase in interest rates would result in a decrease in
fair value of our fixed rate secured debt by approximately $17,214,000 at December 31, 2006. At December 31,
2005, we had $107,540,000 of outstanding principal balances related to our fixed rate secured debt. A 1% increase
in interest rates would result in a decrease in fair value of our fixed rate secured debt by approximately $3,962,000 at
December 31, 2005. At December 31, 2006, we had $51,000,000 of outstanding principal balances related to our
liability to a subsxdlary trust issuing preferred securities. A 1% increase in interest rates would result in a decrease in
fair value of this liability by approximately $1,891,000 at December 31, 2006. Changes in the interest rate
environment upon maturity of this fixed rate debt could have an effect on our future cash flows and earnings,
depending on whether the debt is replaced with other fixed rate debt, variable rate debt or equity, or repaid by the

- sale of assets.

On May 6, 2004, we entered into two interest rate swap agreements (the “Swaps”) for a total notional amount
of $100,000,000 to hedge changes in fair value atiributable to changes in the LIBOR swap rate of $100,000,000 of
fixed rate debt with a maturity date of November 15, 2013. The Swaps are treated as fair-value hedges for
accounting purposes and we utilize the short-cut method in accordance with Statement of Financial Accounting
Standards No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended. The Swaps are with
highly rated counterparties in which we receive a fixed rate of 6.0% and pay a variable rate based on six-month
LIBOR plus a spread. At December 31, 2006 and 2005, the Swaps were reported at their fair values as a $902,000
and $2,211,000 other asset, respectively. A 1% increase in interest rates would result in a decrease in fair value of
our Swaps by approximately $4,659,000 and $6,435,000 at December 31, 2006 and 2005.
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Our variable rate debt, including our unsecured lines of credit arrangements and one mortgage loan, is
reflected at fair value. At December 31, 2006, we had $239,552,000 outstanding related to our variable rate debt and
assuming no changes in outstanding balances, a 1% increase in interest rates would result in increased annual
interest expense of $2,396,000. At December 31, 2003, we had $195,000,000 outstanding related to our variable
rate debt and assuming no changes in outstanding balances, a 1% increase in interest rates would have resulted in
increased annual interest expense of $1,950,000.

We are subject to risks associated with debt financing, including the risk that existing indebtedness may not be
refinanced or that the terms of refinancing may not be as favorable as the terms of current indebtedness. The
majotity of our borrowings were completed under indentures or contractual agreements that limit the amount of
indebtedness we may incur. Accordingly, in the event that we are unable to raise additional equity or borrow money
because of these limitations, our ability to acquire additional properties may be limited. : |

For additional information regarding fair values of financial instruments, see “Item 7 — Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies” and
Note 15 to our audited consolidated financial statements.

‘

TS

LT

62




Item 8. Financial Statements and Supplementary Data

L]

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Dlrectors
Health Care REIT, Inc.

We have audited the accompanying consolidated balance sheets of Heaith Care REIT, Inc. as of December 31,
2006 and 2005, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of
the three years in the'period ended December 31, 2006. Our audits also included the financial statement schedules
listed in Item 15(a)(2) of this Form 10-K. These financial statements and schedules are the responsibility of the
Company’s management. Our responstbility is to express an opinion on these financial statements and schedules

A

based on our audits. W

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statemerits referred to above present fairly, in all material respects, the
consolidated financial position of Health Care REIT, Inc. at December 31, 2006 and 2005, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2006, in
conforrmty with U.S. generally accepted accounting principles. Also, in our opinion, the related ﬁnancnal statement
schedules, when considered in relation to the basic financial statements taken as a whole, present fairly in all

material respects the information set forth therein.
Lo .

As discussed in Note 9 to the consolidated financial statements,. effective January 1, 2006, the Company
changed its method of accounting for stock-based compensation to conform to Statement of Financial Accounting
Standards No. 123(R), “Share-Based Payment.”

- We have also audlted in accordance with the standards of the Public Company Accounting Over51ght Board
(Um{ed States), the effectiveness of Health Care REIT, Inc.’s internal control over financial reporting as of
December 31, 2006, based on criteria, established in Internal Control- Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report' dated February 28, 2007
expressed’ an unqualified opinion thereon.

fs/ ErnsT & Younc LLP

Toledo, Ohio
February 28, 2007
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HEALTH CARE REIT, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Real estate investments:
Real property owned
Land and land improvements
Buildings & improvements
Acquired lease intangibles
- Real property held for sale, net of accumulated depreciation
ConStruCtion iN PIOBIESS - - - v\ vttt e e it ee e aenaasne s

Less accumulated depreciation and amortization

Total real property owned . ©................... [ Ve '
Loans receivable : '
Less allowance for losses on loans receivable

..............................................

.........................

Net real estate investments . .. ... ....... ... . it inunanrnnn..
Other assets: -

., Equity investments
Deferred loan expenses. . . ... ..ot i it e e e
Cash and cash equivalents. . ....... ... ... ... . ... ... .. ...
Receivables and other assets . .............0 ... ... . oL

Total assets

Liabilities:
Borrowings under unsecured lines of credit arrangements ...............
Senior unsecured notes . . ... .............. .0 I
Secured debt.”. ... ............ e i
Liability to subsidiary trust issuing preferred securities -
Accrued expenses and other liabilities . . . .......... ... .. .. ...

Total liabilities. . ... .........c.0 i et e e .

o8 Ny Ta] w11 o (=2t
Stockholders’ equity:
Preferred stock, $1.00 par value:-. . ... ... .. ... . ... ... ... ...,
Authorized — 25,000,000 shares
Issued and outstanding — 13,174,989 in 2006 and 11,074,989 shares in
2005 at liquidation preference
Common stock, $1.00par value: . ... ... ... .. i
Authorized — 125,000,000 shares ' '
Issued — 73,272,052 shares in 2006 and 58,182,592 shares in 2005
Outstanding — 73,192,128 shares in 2006 and 58,124,657 shares in 2005
Capital in excess of par value
Treasury StOCK .. . ... ..o e e e e e
Cumulative net inCome . . .. ... ... ittt i
Cumulative dividends
Accumulated other comprehensive loss
Other qUILY . . . . . e e e

Total stockholders’ equity. ......................... e
Total liabilities and stockholders” equity .. ........ .. it inieanan

See accompanying notes
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LIABILITIES AND STOCKHOLDERS’ EQUITY

December 31,

2006 2005
(In thousands) ¢
$ 386693 $ 261,236
3,659,065  2,659.746
84,082 0
14,796, - 11,912
138222 3,906
4282858 2,936,800
(347,001)  (274,.875)
3935851 2,661,925
194,448 194,054
(7,406) (6.461)
187,042 187:593
4,122,893 2,849,518
4700 2970
20,657 12,228
36,216 36,237
96,144 71,211
s 122,646
$ 4,280,610 $ 2,972,164
$ 225000 $ 195000
1,541,814  1,198278
. 378972 107,540
52215 - S0
101,588 40,590
2299589 1,541,408
2,228 0
338,993 276,875
73,152 58,050
1,873,811 1,306,471
(2,866) (2,054)
932,853 830,103
(1,238,860)  (1,039,032)
(135) 0
1,845 343
1,978,793 1,430,756
$ 4,280,610 $2.972,164




HEALTH CARE REIT, INC.

K CONSOLIDATED STATEMENTS OF INCOME -
' Year Ended December 31,

Revenues: -
Rental inCOME. ... .\ v vvvveeineeee.nn. T e
INtErest INCOIME . . . . . v vt i e it e e e aa e aeaaas
Other INCOIME . . . .\ e et e it i a et et e ees
Prepayment fees . ... ... .. ... i e e

Expenses:
Interest expense . ............cchini. e
"Property Operating €XpenSes . ... .. ....uiiiiraninaiie e
Depreciation and amortization . . ............ f e L
. General and administrative . ... ..... ... ... i
Loan eXPense . ... ...ttt i e e

Impairment of @ssets . ... ... o i e ,

“Loss on extinguishment of debt . . .......... ... ... ... ... L
Provision for loan losses ... ................ e s

Income before MINOHLY INTEESES . .\ .\ v v\ v v veetenanannnns
Minority interests . ... ... e e
Income from continuing operations . . .. .. ... v i i i,
Discontinued operations:
Net gain (loss) on sales of properties . ... ............. .. ... -..
Income (loss) from discontinued operations, net. . ... .............

NEl INCOME. - & o oot e e e et m et eee et P, o
Preferred stock dividends ... ...... .o e e

Net income available to common stockholders. . . .......... ... ... ..

Average number of common shares ouistanding:
Basic ........ ... i S e e e

Diluted............... e e e e e e !

Eamings per share:
Basic: L
" Income from continuing operations available to common
stockholders ... e e,
Discontinued operations, net . . ........ e

Net income available to common stockholders .. .............. :
- Diluted: : .
Income from continuing operations and after preferred stock

dividends. . . .......
Discontinued operations, net . ........... .. 0o

Net income available to common stockholders . ................

See accompanying notes
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2006

2003

2004

(In thousands, except per share data)

$300,071  $244,997  $205,182
18,829 23993 . 22318
3,924 4,548 2,432
) 50
322,824 273538 230,482
94,802 77319 65888

1,115 o
93,131 . 74816 61,681
26004 16,163 15,798
3,255 2,710 3,393
» 314

21,484
1,000 1,200 1,200
219307 193692 148274
103,517 79,846 82,208
13) -

103,504 79,846 82208
1,267 327 (143)
(2,021) 1,213 3,306
. (754) 4,440 3,163
102,750 84,286 85371
21463 21594 12737
$ 81287 $ 62,602 $ 72,634
61,661 54,110 51,544
62,045 54499 52,082
$ 133 'S 108 -$§ 135
(0.01) 008 006
$ 132 $ 116 $ 141
$ 132§ 107 $§ 133
(0.01) 008 . 006
$ 1.31 $ 1.15 § 1.39




Balances at December 31, 2003
Comprehensive income:
Net income
Orher comprehensive income:
Unrealized loss on equity investments

Total comprehensive income

Proceeds from tssuance of common stock fromi
dividend reinvesiment and stock incentive plans,
net of forfeitures

Restricted stock amortization

Option compensation expense

Proceeds from issuance of preferred stock

Redemption of preferred stock

Cash dividends:

Common stock-$2.385 per share
Preferred stock, Series D-$1.97 per share
Preferred stock, Series E-$1.50 per share
Preferred stock, Series F-$1.50 per share

Balances at December 31, 2004
Comprehensive income:
Netincome. . .. ...................
Qther comprehensive income:
Unrealized loss on equity investments

Total comprehensive income

Proceeds from issuance of common stock from
dividend reinvestment and stock incentive plans,
net of forfeitures

Option compensation expense
Net proceeds from sale of common stock
Conversion of preferred swck
Cash dividends:
Common stock-52.46 per share
Preferred stock, Series D-$1.97 per share
Preferred stock, Series E-§1.50 per share
Preferred stock, Series F-$1.91 per share

Balances at December 31,2005 . . .. ..... ...
Netincome. . . . ..., .....0oeevnnn,,

Adjusiment to adops SFAS 158
Proceeds from issuance of common stock from
dividend reinvesiment and stock incentive plans,
net of forfeitures ., .................
Option compensation expense
Shares issued in Windrose Medical Properties .
Trust merger
Net proceeds from sale of common stock
SFAS 123(R) reclassification. . ... ....... ..
Cash dividends:
Common stock-$2.8809 per share
Preferred stock, Series D-$1.97 per share
Preferred stock, Series E-$1.50 per share
Preferred stock, Series F-$1.91 per share
Preferred stock, Series G-$0.06 per share

Balances at December 31, 2006

HEALTH CARE REIT, INC,
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Capital in
Excess of  Treasury
Par Value

Preferred Common
Stock Stock

Stock  Net Income

Accumulated
Other
Cumulstive Cumulative Comprehensive
Dividends Loss

Other

Equity Total

(1o thousands, except per share data)

$120,761 $50.298 $1,0693887 $ (523)

2,194 64,087  (363)

175,000
(2010

(5,893} .

368 11,642

5660446 $ (749,166) § 1

85,31

(122,987)
(1.875)
933)
(3,929)

283,751 52,860 1139723 (1,286)

1,980 62,105  (768)

3,000
210

91,977

{6,876y 6,666

45817 (384,890) 1

84,286
M

(132,548)
(7.875)
(375)
(13,344)

276,875 58,050 1,306471 (2,054)

2,200 75081 (812)

SL118 9,679

3223

186,255
106,525
(521

OI

830,103
102,750

(1,039,032)

(135)

(178,365}
(7,875)
{112)
(13349
(132)

$338,993 §73,152

SLATISIL $(2,366)

$932,853  §(1,238,860)

See accompanying notes
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$(2,025) $1,149,679
85,371

9
85,371

65,518
949
379

169,107
0

379

(122,987
(1.875)
(933)
(3.929)

1,335,279

(697)

84,286

a
84,285

63,317 I
728

312 !
100,977
0

<728
312

(132,548)
{1.875)
{375)
{13,344)
1,430,756
102,750
0

]
102,750 |
(135 f

343

(85}
1,066

76,384
1,066

458,052 )
109,748
0

(178,365)
(7875)
(112)
{13,344)
(132)

$1.978793

521

.




HEALTH CARE REIT, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2006 2005 - 2004
(In thousands)

Operating activities
Netincome . . ..o v vn i e e $102,750 $ 84286 § 85371
Adjustments to reconcile net income to net cash provided from operating activities:

Depreciation and amortization .. ....... ... i i i i 97,564 84,828 74,015

Other AMOMZAtion EXPENSES. . . . v v v vttt v m e e e mi e eaen e as 3,090 ' 3935 3,393

Stock-based compensalion EXPense . . . .. v v v e i i e 6,980 2,948 2,887

Capitalized inferest . ... ... .t e et 4,470) (665) (875)

Provision for loan losses . ......... .. i 1,000 1,200 1,200

Minority IErESIS . . . .ttt e e 13

Impairment 0f SSEIS . . . .. ..o e e , 314

Rental income less than (in excess of) cashreceived . .. .. .............. 11,069 727 (13,792)

Loss {gain) on sales of properties . .. .......... ... .. ... . (1,267) (3,227) 143

Increase (decrease) in accrued expenses and other liabilities. . . ........... 5810 (3,375) 2,030

Decrease (increase) in receivables and otherassets ... ... ............. (6,093) 3,008 (10,661}
Net cash provided from (used in} operating activities . . ... ................. 216,446 173,755 144,025
Investing activities T
Investment in real PrOPerty . .. .. v it ittt i e e Yo.o. (429,183 - (599.291)  (542,547)
Investment in loans receivable . ... ... ..... e e e e e (86,990) (40,387) (61,888)
Other investments, et 6f PAYMENLS . . . ... oot v i e i oo ia e ns (11,761) 328
Principal collected on loans receivable . ... ... ... o o e 82,255 98,638 55,473
Investment in Windrose, net of cashassumed . . ........ ... .. ... oL (182,571) . ’
Proceeds from sales of properties. . ... ... ... i i 69,887 . 91,325 37,567
0 11T O P (2,452) 318 4,033
Net cash provided from (used in) investing activities . .. .......... e (560,815)  (449,069) (507,362)
Financing activities o ' o ’ .
Net increase under unsecured lines of credit arrangements . .. ............... 36,000 44,000 151,000
Proceeds from issuance of seniorunsecured notes . ... ... . L. oo L ' 337,517 544,053 50,708
Principal payments on senior unsecured notes . . ... ... .. ..o e - (230,170) (40,000)
Principal payments on secured debt ... ... ... N (3,033} - -(74,994) .~ (2,514}
Net proceeds from the issuance of common stock . ......... ... . ... ... 182,069 165,062 66,281
Net proceeds from the issuance of preferred stock . ... ... ... on 169,107
Increase in deferred loan expense . ................ e e 2,377) {2,021) - (254)
Cash distributions to stockholders . . ... ... .. . i i e (199,828) (154,142)  (135,724)
Net cash provided from (used in) financing activities . .. .. ........ ... ..t 344,348 291,788 258,604
Increase (decrease) in cash and cash equivalents . . .......... ... .. ... ... (21) 16474  (104,733)
Cash and cash equivalents at beginningof year . . . ................... RN 36,237 19,763 124,496
Cash and cash equivalents atend of year .................. e $ 36216 $ 36237 $ 19,763
Supplemental cash flow information-interest paid . ....................... $ 94461 $ 85123 § 73,308
Supplemental schedule of non-cash activities: .

Secured debt assumed from real property acquisitions. ... .......0. ... .. .. $ 25049 § 22309 $ 14,555
Assets and liabilities assumed from the Windrose acquisition: ' - St

Real estale iNVESUMEMLS . . . vt v v v oot oee et s u s o e an o anrasaenan 975475

Other assets acquired. . . ... ..ot i e . 21,154 -

Secured debt . .. .. e e r e 249,424 .

Liability to subsidiary trust issuing preferred securities ... ... ........... 52,217

Other liabilities. . .. ... .. e i e 42,468

Moty HITETESIS . . .o vt e e e e e e 2,215

Issuance of common SWOCK . . . - o o oot e e 396,846 .

Issuance of preferred stock. . ... ... .o i 62,118

See accompanying notes
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HEALTH CARE REIT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Accounting Policies and Related Matters
Industry '

We are a self-administered, equity real estate investment trust that invests across the full spectrum of senior
housing and health care real estate including skilled nursing facilities, independent living facilities/continuing care
retirement communities, assisted living facilities, hospitals, long-term acute care hospitals and medical office
buildings. '

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and our wholly owned subsidiaries
after the elimination of all significant intercompany accounts and transactions.

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting principles
requires us to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. :

o +

" Revenue Recognition .-

Revenue is recorded in ac¢ordance with Statement of Financial Accounting Standards No. 13, Accounting for
Leases, and SEC Staff Accounting Bulletin No. 104, Revenue Recognition in Financial Statements, as amended
(“SAB 104"). SAB 104 requires that revenue be recognized after four basic criteria are met. These four criteria
include persuasive evidence of an arrangement, the rendering of service, fixed and determinable income and
reasonably assured collectibility. Interest income on loans is recognized as earned based upon the principal amount
outstanding subject to an evaluation of collectibility risk. Substantially all of our operating leases contain either
fixed or contingent escalating rent structures. Leases with fixed annual rental escalators are generally recognized on
a straight-line basis over the initial lease period, subject to a collectibility assessment. Rental income related to
leases with contingent rental escalators is generally recorded based on the contractual cash rental payments due for
the period, |

Cash and Cash Equivalents

Cash and cash equivalénts consist of all highly liquid investments with an original maturity of three months or less.

Loans Receivable ‘

Loans receivable. consist of mortgage loans, construction loans and working capital loans. Interest income on
loans is recogmzed as earned based upon the principal amount outstanding subject to an evaluation of collectibility
risks. The mortgage loans and construction loans are primarily collateralized by a first or second mortgage lien or
leasehold mortgage on, or an assignment of the partnership interest in, the related properties. Working capital loans
are generally either unsecured or secured by the operator s leasehold rights, corporate guaranties and/or personal
guaranties.

Allowance for Loan Losses

The allowance for loan losses is maintained at a level belicved adequate to absorb potential losses in our loans
receivable. The determination of the allowance is based on a quarterly evaluation of these loans, including general
cconomic conditions and estimated collectibility of loan payments. We evaluate the collectibility of our loans
receivable based on a combination of factors, including, but not limited to, delinquency status, historical loan
charge-offs, financial strength of the borrower and guarantors and value of the underlying collateral. If such factors
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HEALTH CARE REIT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

indicate that there is greater risk of loan charge-offs, additional allowances or placement on non-accrual status may
be required. A loan is impaired when, based on current information and events, it is probable that we will be unable
to collect all amounts due as scheduled according to the contractual terms of the original loan agreement. Consistent
with this definition, all loans on non-accrual are deemed impaired. At December 31, 2006, we had loans with
outstanding balances of $10,529,000 on non-accrual status ($16,770,000 at December 31, 2005). To the extent
circumstances improve and the risk of collectibility is diminished, we will return these loans to full accrual status.
While a loan is on non-accrual status, any cash receipts are applied against the outstanding balance.

Real Praperty Owned

_ Rcal property deve]oped by us is recorded at cost, mcludmg the capltallzatlon of construction penod interest.
The. cost of real property acquired is allocated to net tangible and identifiable intangible assets based on their
respective fair values in accordance with Statement of Financial Accounting Standards No. 141, Business
Combinations. The allocation of the acquisition costs of tangible assets (land, building and equipment) is based
on appraisals commissioned from independent real estate appraisal firms. Substantially all of the properties owned
by us are leased under operating leases and are recorded at cost. These properties are depreciated on a straight-line
basis over their estimated useful lives which range from 15 to 40 years for buildings and five to 15 years for
improvements. '

The remaining purchase price is allocated among identifiable intangible assets primarily consisting of the
above or below market component of in-place leases and the value of in-place leases.

" The value allocable to the above or below market component of the acquired in-place lease is determined based
upon the present value (using a discount rate which reflects the risks associated with the acquired leases) of the
difference between (i) the contractual amounts to be paid pursuant to the lease over its remaining term, and
(ii) management’s estimate of the amounts that would be paid using fair market rates over the remaining term of the
lease. The amounts allocated to above market leases are included in acquired lease intangibles and betow market
leases are included in other liabilities in the balance sheet and are amortized to rental income over the remaining
terms of.the respective leases.

“The total amount of other intangible assets acquired is further allocated to in-place lease values and customer
relationship values based on management's evaluation of the specific characteristics of each tenant’s lease and the
Company’s overall relationship with that respective tenant. Characteristics considered by management in allocating
these values include the nature and extent of the Company’s existing business relationships with the tenant, growth
prospects for developing new business.with the tenant, the tenant’s credit quality and expectations of lease renewals,
among other factors. The estimated aggregate amortization expense for acquired lease intangibles is approximately
$16,816,000 for each of the next five years.

The net book value of long-lived assets is reviewed quarterly on a property by property basis to determine if
facts and circumstances suggest that the assets may be impaired ot that the depreciable life may need to be changed.
We consider external factors relating to each asset. If these external factors and the projected undiscounted cash
flows of the asset over.the remaining depreciation period indicate that the asset will not be recoverable, the carrying
value may be reduced to the estimated fair market value. .

Capitalization of Construction Perwd Interest

We capitalize interest costs assocmtcd with funds used to finance the construction of properties owned d1rectly
by us. The amount capitalized is based upon the balance outstanding during the construction period using the rate of
interest which approximates our cost of financing. We capitalized interest costs of $4,470,000, $665,000, and
$875,000, during 2006, 2005 and 2004, respectively, related to construction of real property owned by us. Our
interest expense reflected in the consolidated statements of income has been reduced by the amounts capitalized.
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Deferred Loan Expenses

Deferred loan expenses are costs incurred by us in conntection with the issuance, assumption and amendments .
of short-term and long-term debt. We amortize these costs over the term of the debt using the straight-line method,
which approximates the interest yield method.

Equity Investments

Equity investments consist of investments in private companies where we do not have the ability to exercise
influence and are accounted for under the cost method. Under the cost method of accounting, investments in private
companies are carried at cost and are adjusted only for other-than-temporary declines in fair value, distributions of
earnings and additional investments. For investments in public companies, if any, that have readily determinable fair
market values, we classify our equity investments as available-for-sale and, accordingly, record these investments at
their fair market values with unrealized gains and losses included in accumulated other comprehensive income, a
separate component of stockholders’ equity. These investments represent a minimal owhefship interest in these
companies. In connection with the Windrose merger, we assumed a $1,000,000 investment in an unconsolidated
subsidiary that holds trust preferred securities and is accounted for under the cost method. :

Segment Reporting

We report consolidated financial statements in accordance with Financial Accounting Standards Board
Statement No. 131, Disclosure about Segments of an Enterprise and Related Information. Segments are based
on our method of internal reporting which classifies operations by leasing activities. Qur segments include
investment properties and opeérating properties. See Note 18 for additional information.

Accumulated Other Comprehensive Income

Accumulated other comprehensive income includes unrealized gains or losses on our equity investments and
unrecognized actuarial losses from the adoption of Financial Accounting Standards No. 158, Employers Account-
ing for Defined Benefit Pension and Other Postretirement Plans — An amendment of FASB Statements No. 87, 88,
106 and 132(R) on December 31, 2006. Accumulated unrealized gains and losses totaled $0, $0 and $1,000 at
December 31, 2006, 2005 and 2004, respectively, and is included as a component of stockholders’ equity.'

Fair Value of Derivative Instruments ;

We are exposed to various market risks, including the potential loss arising from adverse changes in interest
rates. We may or may not elect to use financial derivative instruments to hedge interest rate exposure. These
decisions are principally based on our policy to fund our fixed rate investments with long-term fixed rate debt and
equity, but are also based on the general trend in interest rates at the applicable dates and our perception of the future
volatility of interest rates.

On May 6, 2004, we entered into two interest rate swap agreements.(the “Swaps”)} for a total notional amount
of $100,000,000 to hedge changes in fair value attributable to changes in the LIBOR swap rate of $100,000,000 of
fixed rate debt with a maturity date of November 15, 2013. The Swaps are treated as fair-value hedges for
accounting purposes and we utilize the short-cut method in accordance with Statement No. 133, as amended. The
Swaps are with highly rated counterparties in which we receive a fixed rate of 6.0% and pay a variable rate based on
six-month LIBOR plus a spread. The hedging arrangement is considered highly effective and, as such, changes in
the Swaps’ fair values exactly offsel the corresponding changes in the fair value of senior unsecured notes and, as a
result, the changes in fair value do not result in an impact on net income. At December 31, 2006 and 2005, the Swaps
were reported at their fair value of $902,000 and $2,211,000, respectively, in other assets-with an offsetting
adjustment to the underlying senior unsecured notes. For the year ended December 31, 2006, we incurred $197,000
of losses related to the Swaps that was recorded as an addition to interest expense. For the years ended December 31,
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2005 and 2004, we generated $972,000 and $1,770,000, respectively, of savmgs related to the Swaps that was
recorded as a reduction i in interest expense. o

The valuation of derivative instruments requires us to make estimates and judgments that affect the fair value
of the instruments. Fair values for our derivatives are estimated by a thlrd party consultant, which utilizes pricing
models that consider forward yield curves and discount rates. Such amounts and the recognition of such amounts are
subject to significant estimates that may change in the future.

Earnings Per Share - - ) v S .

Basic earnings per share is computed by dividing net mcome avallable to common stockholders by the
welghted-average number of shares outstanding for the period adjusted for non-vested shares of restricted stock.
The computation of diluted earnings per share is similar to basic earnings per share, except that the number of shares
is increased to include the number of additional common shares that would have been outstandmg if the potentially
dilutive common shares had been issued. .

v . ire?
.-

Federal Income Tax . ‘ , R

No provnslon has been made for federal 1ncome taxes since we have elected to be treated as a real estate
investment trust under the applicable provisions of the Internal Revenue Code ‘and we beheve that we have met the
requirements for quahﬁcatton as such for each taxable year. See Note 12.

'I
‘al

New Accounting Standards : o

- ;
In December 2004, the Financial Accounting Standards Board issued Statement No 123 (rev:sed 2004),
Share- Based Payment. See Note 9 for a discussion of our adoptlon of Statement 123(R) as of January 1, 2006.

In September 2006, the FASB issued Statement No. 158, Employers Accountmg for Deﬁnecl Benefit Pension
and Other Postretirement Plans — An amendment of FASB Statements No. 87, 88, 106 and 132(R) The statement
requires employers to recognize the overfunded and underfunded portion of a defined beneﬁt plan as an asset or
liability, respectively, and any unrecognized gains and losses or prior service costs as a component of atcumulated
other comprehensive income. It also requires that a plan’s funded status to be measured at the émiployer’s fiscal
year-end. The new statement, which is effective as of December 31, 2006, increased accrued pension costs and
accumulated other comprehensive loss by $135,000. . _ o

In June 2006, the FASB issued Interpretation No. 48, Accountifig for Uncertainty in Income Taxes. The
Interpretdtion clarifies the accounting for uncertainty in income taxes recognized-in an enterprise’s financial
statements in accordance with SFAS No. 109, Accounting for Income Taxes, and will be effective for the
Company’s fiscal year 2007. The interpretation prescribes guidance for recogmzmg measuring, reporting and
dlsclosmg a tax position taken or expected to be taken in a tax return. We are ‘currently evaluatmg the effects the
interpretation .will have on our financial position. '

In September 2006, the FASB also issued SFAS No. 157, Fair Valué Measurements, which defines fair value,
establishes a framework for measuring fair value in generally accepted accounting ‘principles, and expands
disclosures about fair value measurements. The statement will be effective for fiscal year 2008. Adoption of this
statement is not expected to have a material impact on our financial position, although additional disclosures may be
required. ’

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin No, 108. The
guidance requires registrants to evaluate adjusting entries using both the roll-over method and the iron curtain
method. Previously, registrants would use one method © perform their evaluation of an error’s materiality, even
though their conclusion may be different under the other method. If an adjustment is deemed quantitatively and
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qualitatively material to the financial statements under either method, correction of the error is required. The
adoption of the guidance during the fourth quarter of 2006 did not have a material impact on our financial position.

Reclassifications .
. ‘ A H . ! . .
Certain amounis in prior years have been reclassified to conform with the current year presentation.

2. Windrose Medical Properties Trust Merger

On December 20, 2006, we completed our merger with Windrose Medical Properties Trust, a self-managed
real estate investment trust based in Indianapolis, Indiana. The aggregate purchase price was approximately
$1,018,345,000, including direct acquisition costs of approximately $29,918,000. The Windrose merger diversified
our portfolio of investments throughout the health care delivery system. Windrose shareholders received approx-
imately 9,679,000 shares of our common stock (valued at $41.00 per share) and Windrose preferred shareholders
received 2,100,000 skares of our 7.5% Series G Cumulative Convertible Preferred Stock (valued at $29.58 per
share). Additionally, our investment in Windrose includes $183, 139,000 of cash provided to Windrose to extinguish
secured debt, the assumption of $301,641,000 of debt and the assumption of other liabilities and minority interests
totaling $44,683,000. The total purchase price for Windrose has been allocated to the tangible and identifiable
intangible assets and liabilities based upon their respective fair values. Such allocations have not been finalized and,
as such, the allocation of the purchasé consideration included in ‘the accompanying Consolidated Balance Sheet at
December 31, 2006, is preliminary and subject to adjustment.

The following table presents the allocation of the purchase price, net of merger-related expenses and
capitalized equity issuance costs of $5,213,000 and $912,000, respectively, to assets acquired and liabilities
assumed, based on Lhelr estlmated fair values (in thousands)

Land and land 1mprovements .......... P e e L.e... $102,328
Bunldmgs & IMPIOVEMENLS. . . . o o\ttt e ettt e e e ear e . 758,599
"Acquired lease intangibles:. .. .. .. L T e e 80,883
Above market lease intangibles .. ... ... ... .. A SN 33,665
Cashandcashequwalents...,...'.'...............‘..." ......... D 15,591
Receivables aqd other assets ......... P e e 21,154
Total assets-acquired- .. . . . T S PRI 1,012,220
Secureddebt .. ............, e [P S 249,424
Liability to subsidiary trust issuihg,pref;:ned securities . . . ... e o 52,217
' Below market lease intangibles . ...... ... oo oo oL e 23,491
Accrued expcnscs and other llabllmes e e e e e e e . 18,977
Total hablhtles assumed. e e P _34-4.'109
Mmomy mterests .............. P e e e 2215
Net assets acquired ... .... oo .. e e ... $ 665,896
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The following pro forma consolidated results of operations have been prepared as if- the acquisition of

Windrose had occurred as of January 1, 2005 (in thousands, except per share data):
Year Ended December 31,

! . : L : 2006 2005
‘ _ (unaudited)
REVEIUES .+ v ot ettt e et et ettt ee e e e ... $416,311 $358,350
Income from continuing operations available to common st(_)ckhdlders ..... 62,481 38,095

Income from continuing operations available to common stockholders

pershare —basic ... ... ... i e 0.88 - 0.60
Income from continuing operations available to common stockholders

pershare —diluted .. ... 0.87 0.59

3. Loans Receivable
The following is a summary of loans receivable (in thousands):
: ) - December 31, :
2006 2005 7

Mortgage 1080 . . . - ... ererne e A .. $177,615  $141,467
Working capital J0ans . .. ..ottt 16,833 52,587
TOMLS . . e e e e e e e e o $194,448  $194,054

Loans to related parties (an entity whose ownership included one Company director) that existed in prior years
were at rates comparable to loans to other third-party borrowers and were equal to or greater than our net interest
cost on borrowings to support such loans. There were no such loans outstanding durmg 2006 or 2005. The amount of
interest income and commitment fees from related parties amoumed to $682, 000 for 2004.

' . : o FoAr
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The following is a summary of mortgage loans at December 31, 2006:
Final Number . Principal

Payment of Amount at Carrying
Due’ Loans Payment Terms Inception Amount
. (In thousands)

2007 7 Monthly payments from $1,478 to $234,525, $ 38704 3 32,171
including interest from 7.52% to 19.26% .

2008 7 Monthly payments from $2,552 to $91,547, 46,496 30,254
including interest from 8.96% to 19.00% ,

2009 10 Monthly payments from $185 to $48,165, 19,141 19,155
including interest from 3.90% to 19.26% - ' o

2010 5 Monthly payments from $46,525 to $275,000, 20,645 19,174
including interest from 9.13% to 13.69% ,

2011 4 Monthly payments from $802 to $4,495, 386 © 782
including interest from 10.14% to 15.21% :

2012 2 Monthly payments from $73,954 to $128,975, . 25,891 16,991
including interest from 7.00% to 11.50%

2013 1 Monthly payments of $30,938, _ 4,500 4,500

. including interest of 8.25%
2014 1 Monthly payments of 344, 6 6
. : including interest of 9.25% . .
2015 1 Monthly payments of $21,327, 2,016 1,964
‘ including interest of 11.38% '

2016 © 2 ' ° Monthly payments from $51 to $7,496, © 51 848
including interest from 10.14% to 10.75% ' )

2017 1 Monthly payments of $211, 75 25
including interest of 10.14%

2018 1 Monthly payments of $52,708, 11,000 11,000
including interest of 5.75%

2019 1 Monthly payments of $20,865, 2,419 2,419
including interest of 10.35%

2020 3 Monthly payments from $40,512 1o $184,969, 38,500 38,326
including interest from 9.885% to 9.89%
Totals . . ..o e $209,830 $177.615

4, Allowance for Loan Losses

The following is a summary of the allowance for loan losses (in thousands):

Year Ended December 31,

. . 2006 2005 2004
Balance at beginning of year .. ............. .. ... . ... . ..... $6,461 $5261 $ 7,825
Provision for loan losses . ....... .ot 1,000 1,200 1,200
Charge-offs . . ... ... e (55) 0 (3,764)
Balance atend of year . .. .. ... vttt e e $7406 36461 3 5,261
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The following is a summary of our loan impairments {(in thousands):

. December 31,

2006 2005 2004
Balance of impaired loans at yearend ...................... $10,529 316,770 $35918
Allowance forloan losses ... ... ... it iaeennnn 7,406 6,461 5,261
‘Balance of impaired loans not reserved .. ................... $ 3,123  $10,309  $30,657
Average impaired loans for the year .. ...................... $13,650 $26344  $33,221

Interest income recognized on non-accrual loans was $2,495,000 and $2,391,000 for the years ended
December 31, 2006 and 2005, respectively. We did not recognize any interest on non-accrual loans for the year
ended December 31, 2004,

5. Real Property Owned

. The following table summarizes certain information about our real property owned as of December 31, 2006
(dollars in thousands):

. Buildings, Accumulated
Number of “ Intangibles & Gross Depreciation .
_ Properties Land Improvements Investment and Amortization
Assisted Living Facilities:
Arizona ............... 4 $ 2,100 $ 17,563 $ 19,663 $ 2410
California ............. 8 8,050 49,994 58,044 7,353
. Colorado .............. ' 1 940 3,721 4,661 500
Connecticut . .. ......... 5 8,030 36,799 44 829 4,396
Delaware . . ............ 1 560 21,220 21,780 1,243
Florida................ 15 8,797 82,894 91,691 15,260
Georgia ............... 2 - 1,080 3,688 4,768 451
Idaho................. 3 1,125 14,875 16,000 1,362
Nnois. . ...oovevvnvn. 4 8,063 15,300 23,363
Indiana ........ P 2 220 5,520 5,740 842
Kansas................ 1 600. 10,590 11,190 631
Kentucky . . ............ 1 490 7,610 8,100 717
Louisiana. .. ........... 1 1,100 10,161 11,261 3,593
Maryland.............. 2 870 9,155 10,025 931
Massachusetts . ......... . 7 8,160 62,490 70,650 4875
Mississippi- . .- ......... 2 1,080 13,470 14,550 1,497
Montana .............. 3 1,460 14,772 16,232 1,664
Nevada ............... 3 1,820 25,126 26,946 - 3,383
"NewlJersey ............ 2 740 7.447 8,187 999
New York ............. 3 2,320 34,452 36,772 - . 1,322
North Carolina.......... 41 15,863 181,932 197,795 23,170
Ohio ................. 7 3,293 30,985 34,278 6,335
OKlahoma ............. 16 1,928 24,346 26,274 7,176
Oregon ............. .. 3 1,167 11,099 12,266 2,112
Pennsylvania .. ......... 2 2,234 13,409 15,643 1,466
South Carolina. ......... 5 2,002 26,584 28,586 4215
Tennessee . ............ 4 1,526 9,152 10,678 . 1,561
Texas. ........c..on... 23 6,736 88,147 94,883 12,443
Utah ................. 2 1,420 12,842 14,262 1,431
Virginda . ... ... ... .. 4 2,300 40,486 42,786 2,767
Washington ............ 8 5,940 28,696 34,636 . 2,829
Wisconsin . ............ 4 3,140 31,387 34,527 922
Construction in progress. . . 12 55,197
Assets held for sale ... ... _3 14,796
204 105,154 945912 1,121,059 119,856
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. Buildings, Accumulated
Number of Intangibles & Gross Depreciation
. Properties Land Improvements Investment and Amortization
Skilled Nursing Facilities:
Alabama. .. ............ T 8 $ 3,000 $ 41419 $ 44419 $ 4,540
AMZONA .. ...\ v\ 3 2,050 19,965 ° 22,015 1,647
"Colorado ... 5 6,060 37,152 43,212 2,696
Connecticut . ....% ..o vuue. .. 6 2,700 18,941 21,641 © 628
Florida.....c.....ovvnnv... 42 23,312 280,501 303,813 31,502
Georgia ........«.. P 3 2,650 14932 - 17,582 - 1,354
Idaho . ... ..o 3 2,010 - 20,662 22,672 5,374
Minois . . ....... oot 4 1,110 24,700 25,810 7,644
lndiana.................c...... 8 2,289 40,342 42,631 5,367
Kansas.....0................. | 1,120 8,360 19480 1 252
Kentucky .. ..... A 10 3,015 65,432 68,447 '4,483
TS 7 783 34,717 35,500 1,175
Maryland . . . . .. P ! 390 4,010 4,400 515
Massachusetts. ... ... .. e 23 19,318 212,574 231,892 - 31619
MiSSISSIPPE -« « e 1 1,625 52,651 54,276 6,860
MiSSOUM. . .00t 3 L1247 23,827 25,074 5,444
Nevada, . .....ooovvuiinennnn. 1 182 2,503 2685 701
New Hampshire . . ... ... e 1 340 4,360 4,700 ‘186
New Jersey..........oc.oooon.. 1 1,850 3,050 4,900 257
(o) T 20 11,520 184,199 195,719 14,230
Oklahoma. .......... e '3 1,427 21,920 23,347 12,293
Oregon. ..o, " 300 5316 5,616 11,442
Pennsylvania .................. 4 - 3,179 21,414 24,593 5,045
Tennessee. . ... ..ovvneannn.. 22 8,730 122,604 131,334 16,740
TEXAS © « e e e e 15 8,346 - 69,545 77,891 5,462
Utah........ EPTUTI e S 991 6,850 7,841 208
Virginia .. ... 2 1,891 7,312 9,203 1,022
Construction in progress . e el 14,852
210 111,435 . 1,349,258 1,475,545 158,686
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Number of mﬂﬁﬁiﬂg’& Gross Accumulated Depreciation
Properties Land Improvements Investment and Amortization
Independent Living/CCRC
Facilities: .
Arizona................. 1 $ o950 $ 9087 § 10,037 $ 1,583
California ............... 7 17,960 123,505 141,465 2,952
Colorado . ............... 1 5,029 14,906 19,935 98
Florida ................. 3 6,843 68,173 75,016 9,717
Georgia.........cooouun. 3 3,256 24,759 -28,015 8,733
Idaho .................. 1 550 14,740 15,290 1,674
THROIS v ovveeeeeenn ' 1 670 6,780 7,450 952
Indiana . ................ 2. 670 13,591 - 14,261 1,980
Kansas ................. . 1 1,400 11,000 12,400
Missouri . ............... T 510. .. 5490 6,000
Nevada ...........cc..... 1 1,144 10,831 11,975 4,170, .
New York .. ............. 1 1,510 - 9,450 11,000 1,238
North Carolina . ......... . 2 3,120 20,155 123,275 538
South Carolina . .......... . 4 7.190 62,345 69,535 2,445
TeXas ....vvvvnneanaian 2 5,670 16,620 - 22,290 3,073
Washington . . . ........... 1 620 4,780 5,400 407
Construction in progress . ... _3 ‘ , 61,709
35 57.092 416,252 535,053 39,560 .
Medical Office Buildings: : ' - :
Alabama . ............... 5 1,447 43,431 44878 .« - 64
Arizona................. 1 48,134 48,134 76 ’
California . .. ... .. . 5 4,796 85,196 89,992 96
Florida .......... P 23 28,745 202,868 231,613" 313
Georgia. ......oovviannn. 14 19,137 65,080 L 84217 114
Mlinois . ................ 3 3,205 14,088 17,293 23
North Carolina ........... 10 4,963 29,131 34,094 43
New Jersey .............. 3 9,582 22,995 32,577 34
Nevada ................. 7 8,702 04,245 102,947 122
New.York ............... 1 20,915 20915 42
Tennessee . ...%1...... e 4 4472 30,974 35,446 45
TEXAS v o v e e 13 8,977 150,237 159,214 216
. 89 94,026 807,294 901,320 1,188
Specialty Care Facilities:
Illinois . ................ 1 3,650 18,559 22,209,. . 3,333
Louvisiana ............... 1 1,383 8,318 9,701 15
Massachusetts .. .......... 3 3,375 62,101 65476 19,352
Chio................... 1 3,020 27,445 " 30,465 2,926
Oklahoma ............... 2 2,101 © 9,651 11,752 184
TeXaS oo vi e 6 5,457 98,357 103,814 1,907
Construction in progress .... 2 6,464 .
_16 18,986 224,431 249,881 27,717
Total Real Property )
Owned ............... 354 $4,282,858 $347,007

$386,693  $3,743,147
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At December 31, 2006, future minimum lease payments receivable under operating leases are as follows (in
thousands), ~ = - - .

2007 ... PO $ 380,170

2008 . . e e 372,888
2009. ... D e e 368,000
2000, PR S 368,064
2000, e B 354,637
Thereafter . .......... Gt e 2,395,209
Totals . ........cooviviiini e S $4,238,968

We purchased $11,204,000, $3,908,000 and $8,500,000 of real property that had previously been financed by
the Company with loans in 2006, 2005 and 2004, respectively. We converted $24,330,000 and $29,238,000 of
completed construction projects into operating lease properties in 2006 and 2005, respectively. We acquired
properties which included the assumption of mortgages totaling $274,473,000, $22,309,000 and $14,555,000 in
2006, 2005 and 2004, respectively. Certain of our 2006 and 2005 acquisitions included deferred acquisition
payments totaling $2,000,000 and $18,125,000, respectively. These non-cash activities are appropriately not
reflected in the accompanying statements of cash flows. See the accompanying statement of cash flows for non-cash
investing activity related to the Windrose merger.

During the year ended December 31, 2004, it was determined that the projected undiscounted cash flows from
a property-did not exceed its related net book value and an impairment charge of $314,000 was recorded to reduce
the property to its estimated fair market value. The estimated fair market value was determined by an offer to
purchase  received from. a third party. We did not record any impairment charges during the years ended
December 31, 2006 or 2005.

At December 31, 2006 aﬁd 2005, we had $14,796,000 and $11,912,000, respectively, related to assets held for
sale. See Note 16 for further discussion of discontinued operations.

6. Concentration of Risk

As'of December 31, 2006, long-term care facilities,” which include skilled nursing, independent living/
continuing care retirement communities and assisted living facilities, comprised 72% (93% at December 31,
2005) of our real estate investments and were located in 37 states. The following table summarizes certain
information about our customer concentration as of December 31, 2006 (dollars in thousands):

Number of Total Percent of
Properties Investment(1) Investment(2}

Concentration by investment:

Emeritus Corporation. ... .........cccvvinnivi... 50 $ 353,641 9%
Brookdale Senior Living Ine. . ................... 87 284,161 7%
Home Quality Management, Inc. . ................. 37 244,449 6%
Life Care Centers of America, Inc.:........ ... .... C 26 238,610 6%
Merrill Gardens LL.C. ......................... 13 183,841 4%
Remaining portfolio. .. ..... ... ..ol 365 2,828,047 _68%
Totals ......... B 578 $4,132,749 100%
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Number of Total Percent of
Properties Revenue(3) Revenue

Concentration by revenue(4):

-Emeritus Corporation . ..7.......t... ..., TP 50 $ 36,878 11%
Brookdale Senior Living Inc.. > ... ... .. .. e e 87 33,581 10%
Home Quality Management, Inc. ... .................. Y 27,318 8%
Life Care Centers of America, Inc. . ............... ... e 26 23,261 7%
Delta Health Group, Inc. .............0 ... ... .. ... .. 25 - 22,861 %
Remaining portfolio . ....... DO PR 353 '180.,565 56%
Other income .. ..........0... 0 ..o ... SR L. ma 394 1%

L UTOAS . ... ST8  $328388  100%

(1) Investments include real estate investments and credit enhancements which amounted to $4,130,299,000 and $2,450,000, respectively.

(2) Investments with top five customers comprised 41% of lo'lal‘ investments at December 31, 2005.
(3) Revenues include gross revenues and revenues from discontinued operations for the year ended December 31, 2006.

(4) Revenues from top five customers were 43% and 46% for the years ended December 31, 2005 and 2004, respectwely All of our top five
customers are in our investment segment.

Al

7. Borrowiﬁgs Under Lines of Credit .Arrangements and Related Items

We have an unsecured credit arrangement with a consortium of twelve banks providing for a revolving line of
credit (“revolving credit”) in the amount of $700,000,000, which expires on July 26, 2009 (with the ability to extend
for one year at our discretion if we are in compliance with all covenants). The agreement specifies that borrowings
under the revolving credit are subject to interest payable in penods no longer than three moaths at either the agent
bank’s prime rate of interest (8.25% at December 31, 2006) or the applicable margin over LIBOR interest rate, at
our option (6:275% at December 31, 2006). The applicable margin is based on our ratings with Moody’s Investors
Service and Standard & Poor’s Ratings Serv1ces and was 0.9% at December 31, 2006. In addition, we pay a facility
fee annually to cach bank baséd on' the bank’s commitment under the revolving credit facility. The facility fee
depends on our ratings with Moody’s Investors Service and Standard & Poor’s Ratings Services and was 0.15% at
December 31, 2006. We also pay an annual agent’s fee of $50,000. Principal is due upon expiration of the
agreement. We have another unsecured line of credit arrangement with a bank for a total of $40,000,000, which
expires May 31, 2007. Borrowings under this line of credit are subject to interest at either the bank’s prime rate of
interest (8.25% at December 31, 2006} or 0.9% over LIBOR interest rate (6.25% at December 31, 2006), at our
option. Principal is due upon expiration of the agreement.

The following information relates to aggregate borrowings under the unsecured lines of credit arrangements
(dollars in thousands): )

Year Ended December 31,

2006 2005 2004
Balance outstanding at December 31 . ................... $225,000  $195,000 $151,000
Maximum amount outstanding at any monthend. ........... $276,000 $318,000 $159,000
Average amount outstanding (total of daily principal balances
divided by daysinyear) . . .......ooviiriiainanan $164,905 $181,232 § 54,770
Weighted average interest rate (actual interest expense divided
by average borrowings outstanding) ................... 6.91% 5.19% 5.32%
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8. Senior Unsecured Notes and Secured Debt

We have $1,541,814,000 of senior unsecured notes with annual interest rates ranging from 4.75% to 8.00%.
The carrying amounts of the senior unsecured notes represent the par value of $1,539,830,000 adjusted for any
unamortized premiums or discounts and other basis adjustments related to hedging the debt with derivative
instruments, See Note | for further discussion regarding derivative instruments.

In November and December 2006, we issued $345,000,000 of 4,75% senior unsecured convertibie notes due
December 2026, generating net proceeds of $337,517,000. The notes will be convertible, in certain circumstances,
into cash and, if applicable, shares of Health Care REIT's common stock at an initial conversion rate of 20.8833
shares per $1,000 principal amount of notes, which represents an initial conversion price of approximately $47.89
per share. In general, upon conversion, the holder of each note would receive, in respect of the conversion value of
such note, cash up to the principél amount of such note and Health Care REIT common stock for the note’s
conversion value in excess of such principal amount.

We have 63 mortgage loans totaling $378,972,000, coilateralized by owned properties with annual interest
rates ranging from 4.89% to 8.50%. The carrying amounts of the mortgage loans represent the outstanding principal
balance of $378,400,000 adjusted for any unamortized fair market vatue adjustments. The carrying values of the
properties securing the mortgage loans totaled $752,917,000 at December 31, 2006. '

We have a $52,215,000 liability to a subsidiary trust issuing trust preferred securities that was assumed in, Lhe
Windrose merger. On March 24, 2006, Windrose's wholly-owned subsidiary, Windrose Capital Trust I (the
“Trust”), completed the issuance and sale in a private placement of $50,000,000 in aggregate principal amount of
fixed/floating rate preferred securities, The trust preferred securities mature on March 30, 2036, are redeemable at
our option beginning March 30, 2011, and require quarterly distributions of interest to the holders of the trust
preferred securities. The trust preferred securities bear a fixed rate per annum equal to 7.22% through March 30,
2011, and a variable rate per annum equal to LIBOR plus 2.05% thereafter.

The common stock of the Trust _was purchased by an operating partqership of Windrose for $1,000,000. The
Trust used the proceeds from the sale of the trust preferred securities together with the proceeds from the sale of the
common stock to purchase $51,000,000 in aggregate principal amount of unsecured fixed/floating junior subor-
dinated notes due March 30, 2036 issued by an operating partnership. The operating partnership received
approximately $49,000,000 in net proceeds, afier the payment of fees and expenses, from the sale of the junior
subordinated notes to the Trust. In accordance with FASB Interpretation No. 46(R), Cbnsolidation of Variable
Interest Entities, we have not consolidated the trust because the operating partnership is not considered the primary
beneficiary. | -

Our debt agreements contain various covenants, restrictions and events of default. Among other things, these
provisions require us to maintain certain financial ratios and minimum net worth and impose certain limits on our
ability to incur indebtedness, create liens and make investments or acquisitions.
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. At December 31, 2006, the annual principal. payments on-these. long-term obligations are as follows (in

thousands): - oA .
Trust
Senior Mortgage Preferred :
) . Unsecured Notes Loans Liability Totals
2007 ..o $ 52500 $19099 $ 0 $. 71699
2008 ... 42,330 40,115 t 82445
2009 ..o e 45061 . 45061
2010 it Coaased 13,504
2011 ...... U " 49,509 ‘""49509
2012 0 e 250,000 . . 18,558 268,558
2013 e 300000 . 56972 . . . 356972
Thereafter .. ......coovuuneeenennn.. 895,000  -136482 - 51,000 _1,082,482
Totals. .. . ... .. Cieeieeeoiea.ion... 81,539,830 . $378400 . $51,000 | $1,969,230
.i— . ' KA e g i a3
9. Stock Incentive Plans ~. S e u

Our 2005 Long-Term Incentive Plan authorlzes up to 2 200 000 shares of common stock to be issued at the .
discretion of the Compensation Committee of the Board of Directors. The’ 2005’ Plan replacéd 'the” 1995 ‘Stock
Incentive Plan and the Stock Plan for Non- Employee Directors. The options granted to officers and key salaried
employees under the 1995 Plan continue to vest through 2015 and expire ten years from the date of grant. Our non-
employee directors, officers and key sataried employees are eligible to participate in the 2005 Plan The 2005 Plan
allows for the issuance of, among other thmgs slock optlons resmcted stock, deferred stock units and dividéend
equwalent rights:

oL

The followmg summarizes the actmty in the plans (shares in thousands): . :
: e " Year Ended Decemiber 31 !
2006 20035 2004 .
Number Average Number Average © Number . Average
| of Exercise of ‘Exercise of Exercise
Stock Options L Shares Price Shares Price Shares .. Price
Options at beginning of year ... .z........... - 685  $26.87 1,015 $24.86 1503  $23.15
Options granted. .. ........... P e - 460 3242 60 34.88 112 36.92
Options exercised ........ e e e (227) 22.24 (380) 22.84 (600) 22.83
Options terminated . . . . . I (1) 3650 ,_(10), . 2524 . . |
Options at end of ear....... N ey 917 $30.79 - 685+ $26.87 1,015 . $24:86
Options exercisable at end of year ... ........ 462  $2883 257 $23.16 639 = 52354
Weighted average falr value of opuons granted . . ‘ . '
during the year ......... e $526 . . $1248 $12.09
g ' - .o . ML TR B I
o 0
] Wy t
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The fair value of each option grant is estimated on the date of grant using a Black-Scholes-Merton option
pricing model with the following weighted-average assumptions:

‘ 2006 2005 2004
Dividend yield(1) .................. P 6.79% 6.88%  6.34%
Expected volatility. . .. . ... . ... ... .. ... 20.3% 228% 224%
Risk-free interest rate ... ......... ... ... i innnnnnn. 4.35% 425% 4.11%
Expected life (in years) . . . ... ..ot 5 7 7
Weighted-average fair value(1) . ................ooeueeenno... $5.26 $12.48  $12.09

(1) Certain options granted to employees include dividend equivalent rights (“DERs"). The fair value of options with DERs also includes the net
present value of projected future dividend payments over the expected life of the option discounted at the dividend yield rate, In 2004 and
2005, substantially all options granted included DERs, while in 2006, approximately 19.5% of options granted included DERs.

Vesting periods for options and restricted shares range from three years for directors to five years for officers
and key salaried employees. Options expire ten years from the date of grant. We granted 98,000, 85,000 and 112,000
restricted shares during 2006, 2005 and 2004, respectively, including 13,000, 16,000 and 10,000 shares to non-
employee directors in 2006, 2005 and 2004, respectively. Expense, which is recognized as the shares vest based on
the market value at the date of the award, totaled $6,980,000, $2,948,000 and $2,887,000, in 2006, 2005 and 2004,
respectively. s

The following table summarizes information about stockl options outstanding at December 31, 2006 (options in
thousands):

Options Outstanding Options Exercisable
Weighted

Range of Per Weighted Average Weighted
Share Exercise v Number Average Remaining Number Average
Prices OQutstanding Exercise Price Contract Life Exercisable Exercise Price
$16-$20. . .. .. e 11 $16.81 4.0 11 $16.81
$20-825. . .. 11 ) 24.42 5.0 98 24.42
$25-330. . ... 290 26.20 7.0 152 26.55
$30-840. . ... 505 35.13 9.2 201 33.36
Totals ... ovvoiie .. 917 $30.79 - 7.9 462 $28.83

The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying
options and the quoted price of our common stock for the options that were in-the-money at December 31, 2006.
During the year ended December 31, 2006, the aggregate intrinsic value of options exercised under our stock
incentive plans was $3,140,000 determined as of the date of option exercise. Dufing the year ended December 31,
2003, the aggregate intrinsic value of options exercised under our stock incentive plans was $4,705,000 determined
as of the date of option exercise. Cash received from option exercises under our stock incentive plans for the year
ended December 31, 2006 was $4,872,000. Cash received from option exercises under our stock incentive plans for
the year ended December 31, 2005 was $8,690,000.

As of December 31, 2006, there was approximately $2,349,000 of total unrecognized compensation cost
related to unvested stock options granted under our stock incentive plans. That cost is expected to be recognized
over a weighted average period of three years. As of December 31, 2006, there was approximately $4,761,000 of
total unrecognized compensation cost related to unvested restricted stock granted under our stock incentive plans.
That cost is expected to be recognized over a weighted average period of three years.
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The following table summarizes information about non-vested stock incentive awards as of December 31,
2006 and changes for the year ended December 31, 2006: :

Stock Options Restricted Stock
Number of  Weighted Average  Number of  Weighted Average
Shares Grant Date Shares Grant Date
. (000’s) Fair Value (000°s) Falr Value
Non-vested at December 31, 2005. . . . 428 $5.36 222 $31.56
Vested . ..., ~(108) . 523 2 I 29.64
Granted ............... e . 158 5.26 98 36.51
Terminated................... .. 0 : 0
Non-vested at December 31, 2006. . .. 478 $5.35 248 $34.07

We adopted the fair value-based method of accounting for share-based payments effective January 1, 2003
using the prospective method described in Statement of Financial Accounting Standards No. 148, Accounting for
Stock-Based Compensation — Transition and Disclosure. Currently, we use the Black-Scholes-Merton option
pricing model to estimate the value of stock option grants and expect to continue to use this acceptable option
valuation model. Because we adopted Statement No. 123 using the prospective transition method (which applied
only to awards granted, modified or settled after the adoption date of Statement No. 123), compensation cost for
some previously granted awards that were not recognized under Statement No. 123 will now be recognized effective
with the adoption of Statement No. 123(R) on January 1, 2006. In addition, we previously amortized compensation
cost for share-based payments to the date that the awards became fully vested or to the expected retirement date, if
sooner. Effective with the adoption of Statement No. 123(R), we began recognizing compensation cost to the date
the awards become fully vested or to the retirement eligible date, if sooner. Compensation cost totaled $6,980,000
for the year ended December 31, 2006.
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The following table illustrates the effect on net income available to common stockholders if we had applied the

fair value recognition provisions of Statement 123 to stock-based compensation for options granted since 1995 but

prior to adoption at January I, 2003 (in thousands, except per share data):

b

Numerator:

Net income available to common stockholders — as feported ..............

Deduct: Additional stock-based employee compensation expense determined
under fair value based method forall awards ... .................. ...

Net income available to cornmon stockholders — pro forma. ... ... P

Denominator:

Basic weighted average shares — as reported and pro forma ........ e

Effect of dilutive securities:

_Employee stock options —proforma. . ..........iiiii i '
Non-vested restricted shares. . ...................... e e

Dilutive potential common shares :.............. e o

Diluted weighted average shares — pro forma .. ...... ... A

Net income available to common stockholders per share — as reported

Other Equity

Other equity consists of the following (in thousands):

Accumulated compensation expense related to stock options. . © . ... ..
Unamortized restricted stock . . . ........ ... . . . ... ...

o

Unamortized restricted stock represented the unamortized value of restricted stock granted to employees and

non-employee directors prior to January 1, 2003. Expense related to these grants, which is recognized as the shares
vest based on the market value at the date of the award, totaled $521,000, $728,000 and $949,000 for the years

ended December 31, 2006, 2005 and 2004, respectively.

Preferred Stock

In July 2003, we closed a public offering of 4,000,000 shares of 7.875% Series D Cumulative Redeemable

Preferred Stock. These shares have a liquidation value of $25.00 per share. Dividends are payable quarterly in
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arrears. The preferred stock, which has no stated maturity, may be redeemed by us at a redemption. price of
$25.00 per share, plus accrued and unpaid dividends on such shares to the redemption date, on or after ] uly 9, 2008.

In September 2003, we tssued 1,060,000 shares of 6% Series E Cumulative Convertlble and Redeemable
Preferred Stock as partial consideration for an acquisition of assets by the Company, with the shares valued at
$26,500,000 for such purposes. The shares were issued to Southern Assisted’ Living, Inc. and certain of its
stockholders without registration in reliance upon the federal statutory exemption of Section 4(2) of the Securities
Act of 1933, as amended. The shares have a liquidation value of $25.00 per share. Dividends are payable quarterly
in arrears. The preferred stock, which has no stated maturity, may be redeemed by us at a redemption price of
$25.00 per share, plus accrued and unpaid dividends on such-shares to the redemption date, on or after August 15,
2008. The preferred shares are convertible into cornmon stock at a conversion price of $32.66 per share at any time.
During the year ended December 31, 2005, certain holders of our Series E Preferred Stock converted 275,056 shares
into 210,541 shares of our common stock leavmg 74, 989 of such shares outstandmg at December 3l 2006 and
2005.

T ' . . A 4

" In September 2004, we closed a: public of“'fenng of 7,000,000 shares of 7625% Sertes F Cumulative
Redeemable Preferred Stock. These shares have'd liquidation value of $25.00 ] per sharé: Dwtdends are payable
quarterly in arrears. The preferred stock, which has no stated maturity, may be redeemed by us ata redemption price
of $25.00 per share, plus accrued and unpa:d dividends on such shares to the redemption date, on or after
September 14, 2009.

In conjunction with the acquisition of Windrose Medical Properties Trust in December 2006, we issued
2,100,000 shares of 7.5% Series G Cumulative Convertible Preferred Stock. These shares have a liquidation value
of $25.00 per share. Dividends are payable quarterly in arrears. The preferred stock, which has no stated maturity,
may be redeemed by us at a redemption price of $25.00 per share, plus accrued and unpaid dividends on such shares
to the redemption date, on or after June 30, 2010. Each Series G Preferred Share is convertible by the holder into our
common stock at a conversion price of $34.93, equivalent to a conversion rate of 0.7157 common shares per Series G
Preferred Share The shares were recorded at $29.58 per share, which was deemed to be the fair value at the date of
the issuance. : :

12. Income Taxes and Distributions

To qualify as a real estate investment trust for federal income tax purposes, 90% of taxable income (including
100% of capital gains) must be distributed to stockholders. Real estate. investment trusts that do not distribute a
certain amount of current year taxable income in the current year are also subject to a 4% federal excise tax. The
principal differences between undistributed net income for federal income tax purposes and financial statement
purposes are the recognition of straight-line rent for reporting purposes, differing useful lives and depreciation and
amortization methods for real property and the prows:on for loan losses for reportmg purposes versus bad debt
expense for tax purposes.

Cash distributions paid to common stockholders, for federal income tax purposes, are as follows:

Year Ended December 31,

2006 2005 2004
Per Share:
Ordinary inCome . ... .......cuuninninniienennn.s ..., $1.7461  $1.266  $1.189
Return of capital ... . ... ... ... . ... ... ... $1.1348 1.194 1.196

TOALS - o v v e et et e e $2.8809 $2.460 $2.385
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13, Commitments and Contingencies

We have an outstanding letter of credit issued for the benefit of certain insurance companies that provide
workers’ compensation insurance to one of our tenants. Our obligation under the letter of credit matures in 2009. At
December 31, 2006, our obllgatlon under the lctter of credit was $2,450,000.

At December 31, 2006, we had outstanding construction financings of $138,222,000 for leased properties and
were commitied to providing additional financing of approximately $342,754,000 to complete construction. At
December 31, 2006, we had contingent purchase obligations totaling $32,282,000. These contingent purchase
obligations primarily relate to deferred acquisition fundings and capital improvements. Deferred acquisition
fundings are contingent upon an operator satisfying certain conditions such as payment coverage and value tests.
Amounts due from the tenant are increased to reflect the additional investment in the property.

At December 31, 2006, we had operating'léase obligations of $37,378,000 relating to certain ground leases and
Company office space. We incurred rental expense relating to our Company office space of $939,000, $283,000 and
$292,000 for the years ended December 31, 2006, 2005 and 2004, respectively. Regarding the property leases, we
have sublease agreements with certain of our operators that require the operators to reimburse us for our monthly
operating lease obligations. At December 3 1, 2006, aggregate future minimum rentals to be received under these
noncancelable sublcases totaled $12,982,000.

At December 31, 2006, future minimum lease paymcms due under operating leases are as follows (in
thousands):

2007 & e $ 2,756
2008 . o © 2,374
2000 . e e 2,290
2010 o oot 2,138
200 e e 1,867
Thereafter ............0....... e M. 25953

TOLALS .« « v v e ettt e et e e e e e e e e e $37,378
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14. . Earnings Per Share

" The following table sets forth the computation of basic and diluted earnings pef share (in thousands, eicépt per
share data):

- Year Ended December 31
2006 2005 2004

Numerator for basic and diluted earnings per share — net income

available to common stockholders . ........ .. .. oL $81,287 $62,692 $72,634
Denominator for basic earnings per share — weighted average .

shares ............... N T 61,661 54,110 51,544
Effect of dilutive securities: . _ S

Employee stock options . . . ............ e e 136 181 377

Non-vested restricted shares . . ... ......... ... ... oot .. 248 208 161
Dilutive potential common shares. . .. ...................... 384 389 . 538
Denominator for diluted eammgs per share — adjusted weighted . -

average shares . ... ... L e 62,045 54,499 52,082
Basic earnings per share . . RO e $ 132 $°°L16 § 141
Diluted earnings per share ..., ........... P . $ 131 § 115 $ 139

The diluted earnings per share calculation excludes the dilutive effect of 0, 112,000 and 112,000 options for
2006, 2005 and 2004, respectively, because the exercise price was greater than the average market price. The
Series E Cumulative Convertible and Redeemable Preferred Stock was not included in the calculations for 2006,
2005 and 2004 as the effect of the conversions was anti-dilutive. The $345,000,000 senior unsecured convertible

“notes due December 2026 and the Series. G Cumulative Convertible Preferred Stock were not included in the
calculation for 2006 as the effect of the conversion was anti-dilutive.

15. Disclosure about Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value.

Mortgage Loans Receivable — The fair value of all mortgage loans receivable is estimated by discounting the
estimated future cash flows using the current rates at which similar loans would be made to borrowers with similar
credit ratings and for the same remaining maturities.

Working Capital Loans and Construction Loans — The carrying amount is a reasonable estimate of fair value
based on the interest rates received, which approximates current market rates.

Cash and Cash Equivalents — The carrying amount approximates fair value.
Equity Investments — Equity investments are recorded at their fair market value.

Borrowings Under Lines of Credit Arrangements — The carrying amount of the lines of credit anangemems
approximates fair value because the borrowings are interest rate adjustable.

Senior Unsecured Notes — The fair value of the senior unsecured notes payable was estimated by discounting
the estimated future cash flows usmg the current borrowing rate available to the Company for SImllar debt.

Mortgage Loans Payable — Mortgage loans payable is a reasonable estimate of fair value based on the interest
rates paid, which approximates current market rates.
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Interest Rate Swap Agreements — Our interest rate swap agreements are recorded as assets or liabilities on the
balance sheet at fair market value. Fair market value is estimated by a third party consultant, which utilizes pricing
miodels that consider forward yield curves and discount rates. '

The carrying amounts and estimated fair values of our financial instruments are as follows {in thousands):

December 31, 2006 December 31, 2005
Carrying Fair Carrying Fair
Amount - Value Amount Value
Financial Assets: o
_Mgngage loans receivable. ........... $ 177,615 $ 180,537 $ 141,467 $ 150,105
Working capital loans. .. ............ 16,833 16,833 52,587 52,587
Equity investments .. . ....... e 4,700 4,700 2,970 2,970
Cash and cash equwalcnts ......... . 36,216 36,216 . ., 36,237 36,237
- Interest rate swap agreements . ........ ©902 902 2,211 2,211
Financial Liabilities: ' : '
Borrowings under lines of credit . . : . : '.'
©arrangements . ... ... e $ 225000 $ 225000 § 195000 $ 195,000
Senior unsecured notes ... ............ 1,541,814 1,895,672 1,198,278 1,271,370
Mortgage loans payable ... ... T 378,972 378,972 107,540 107,540
Trust preferred liabilitS( e 52,215 52,215 '

16 Dlscontmued Operations '

Three assisted living facilities were held for sale at December 31, 2006 and were sold subsequent to year-end.
During the years ended December 31, 2006, 2005 and 2004, we sold properties with carrying values of $75,789,000,
$88,098,000 and $37,710,000 for net gains of $1,267,000 and $3,227,000 and net losses of $143,000, respectively.
In accordance with Statement No. 144, we have reclassified the income and expenses attributable to these properties
to discontinued operations. Expenses include an allocation of interest expense based on property carrying values
and our weighted average cost of debt. The following illustrates the reclassification impact of Statement No. 144 as
a result of classifying the properties as discontinued operations (in thousands):

Year Ended December 31,

2006 2005 2004

Revenues: -
" Rental Income . ....... A S © $5564 317617 $23,095
Expenses: i

Interest expense . ... ... 2,032 5,306 6,668

Depreciation and amortization. . . ..................... .. 4,433 10,012 12,334

General and adminstrative. . . ... ... ........ e - 1,120 1,086 787
Income (loss) from discontinued operations, net ............. o 502,021y $.1,213  § 3,306

17. Retirement Arrangements

As aresult of the merger with Windrose Properties Trust in December 2006, we now have two retirement plans
and trusts (the “401(k} Plans”) covering all eligible erhployees. Under the 401(k) Pians, eligible employees may
make contributions, and we may make matching contributions and a profit sharing contribution. Our contributions
to the Health Care REIT, Inc. 401¢k) Plan totaled $413.000, $337,000 and $289,000 in 2006, 2005 and 2004,
respectively. We did not make any contributions to the Windrose Medical Properties Trust 401(k) Plan in 2006.
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We have a Supplemental Executive Retirement Plan (“SERP"), a non-qualified-defined benefit pension plan,
which provides certain executive officers with supplemental deferred retirement benefits. The SERP provides an
opportunity for participants to receive retirement benefits that cannot be paid under our tax-qualified plans because
of the restrictions imposed by ERISA and the Internal Revenue Code of 1986, as amended. Benefits are based on
compensation and length of service and the SERP is unfunded. No contributions by the Company are anticipated for
the 2006 fiscal year. No benefit payments are expected to occur during the next five fiscal years and total $1,713,000
during the succeeding five fiscal years. We use a December 31 measurement date for the SERP. The accrued
liability on our balance sheet for the SERP was $1,597,000 at December 31, 2006 ($1,032,000'at December 31,
2005). - . .o . . R

The following tables provide a reconciliation of the changes in the SERP’s benefit obligations and a statement
of the funded status for the periods indicated (in thousands):

R

Year Ended
s RLE December 31,
S : s 2006 2005
Reconciliation of benefit:obligation: , '
Obligation at JANuary L. . ... ...ouvreintenre e aineann., oo r $1,255 $ 729
BIVICE COSL . . i ittt e e e e e e e o 352 286
D31 =] Ao T S 72 44
Actuarial (2ain}1oSs .. .. ... ... ... ! {82y 196
Obligation-at December 31 . ... ....0.:......... ... e R '$1,597  $1,255
F December 31,
! 2006 2005
" Funded status:’ Tt _ ‘
Funded status at December 31 ............... P T T e $(1,597)  §(1,255)
. Unrecognized .(gain)loss. .. .............. e [ T 0 223
. Prepaidl(accruedj Benefit cost " ..o oo . $(1,597)  $(1,032)

The acciued benefit cost increased'$135,000 during 2006 as a result of adopting SFAS 158. See Note | for
additional information., o

" “The following table shows the components of-net periodic benefit costs for the periods indicated (in

thousands): : "
Year Ended

.. N December 31,

| : : 2006 2005
i Service cost....... etee e e e e e e e e e e $352  $286
| X Iﬁter_est-c_ost.._.;'.‘"."'.‘ .............. 72 44
: Nt aCtUARIAl 0SS - . . .o .o\ ettt e e 8 .0
" "Net periodic benefit cost .. .......... P e e $432  '$330

l"'
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The following table provides information for the SERP, which has an accumulated benefit in excess of plan
assets {in thousands):

) December 31,
, L2006 2005
Projected benefit obligation. . . . . e e e e e e e $1,597  $1,255 -
Accumulated benefit obligation . . . . .. e D 1,121 831
Fair value_’of ASSELS. . .. i i P e e e n/a . nfa

The following table reflects the weighted-average assumptions used to determine the benefit obligations and
net periodic benefit cost for the SERP:

Net Periodic
- Benefit Benefit Cost °
_Obligations Year Ended

December 31, December 31,
2006 2005 2006 2005

Discount rate . . .. ... ...t - 600% 575% 5.75% 6.00%

Rate of compensation increase . ......... ... iiriirirenann., 4.25% 4.00% 4.00% 4.25%
Expected long-term return on plan assets .. .................... n/a n/a n/a n/a

18. Segment Reporting

Our business consists primarily of financing and leasing senior housing and health care real estate. We evaluate
our business and make resource allocations on our two business segments — investment properties and operating
properties. Under the investment property segment, we invest in senior housing and health care real estate through
acquisition and financing of primarily single tenant properties. Properties acquired are primarily leased under
triple-net leases and we are not involved in the management of the property. Our primary investment property types
include skilled nursing facilities, assisted living facilities, independent living/continuing care retirement commu-
nities and specialty care facilities, Under the operating property segment, we primarily invest in medical office
buildings that are typically leased under gross leases, modified gross leases or triple-net-leases, to multiple tenants,
and generally require a certain level of property management. The accounting policies of the segments are the same
as those described in the summary of significant accounting policies (see Note 1). There are no intersegment sales or
transfers. We evaluate performance based upon net operating income of the combined properties in each segment.

Non-segment revenue consists mainly of interest income on non-real estate investments and other income.
Non-segment assets consist of corporate assets including cash, accounts receivable and deferred financing costs
among others. Non-property specific revenues and expenses are not allocated to individual segments in determining
our performance measure.

Summary information for the reportable segments during the year ended December 31, 2006 is as follows (in
thousands);

Property Net Real Estate '
Rental Interest  Other Total *© Operating Operating  Depreciation/  Interest Total
Income(1) Income Incomme Revenues Expenses Income(2) Amortization Expense Assets
Investment Properties ... $302,161 $18,829 : $320,990 $320,990 $96,351 $ 9,041 $3,156,001
Operating Properties . . . . 3,474 3474 1,115 2,359 1,213 600 974,298
Non-segment/Corporate . . 3,924 3,924 87,193 150,311

$305,635 $18,829 $3,924 $328388 S$I,115 $323,349 §$97,564 $96,834 $4,280,610

(1} Rental income includes rent from discontinued operations

(2) Net operating income (“NOI™) is used to evaluate the operating performance of certain real estate properties such as medical office
buildings. We define NOI as rental revenues, including tenant reimbursements, less property level operating expenses, which exclude
depreciation and amortization, general and administrative expenses, impairments, interest expense and discontinued operations. We believe
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NOI provides investors relevant and useful information because it measures the operating performance of our medical office buildings at the
property level on an unleveraged basis. We use NOI to make decisions about resource allocations and 10 assess the property level
performance of our medical office burldmgs

All assets, revenues and expenses for the years ended December 31, 2005 and 2004 were attnbutable 10 our
investment property segment.

+

19. Quarterly Results of Operatlons {Unaudited)
The following is a summary of our unaudited quarterly results of operations for the years ended December 31,
2006 and 2005 (in thousands, except per share data):

Year Ended December 31, 2006
1st Quarter 2nd Quarter 3rd Quarter . 4th Quarter(2)

Revenues —asreported ............... . $77,413 $80,176 $80,745 . $87,787

Discontinued operations . . . . P (1,405) ~ (1,533) (359 | 0
Revenues — as adjusted(1) ............. $76,008 $78,643 $80,386 $87,787 ,
Net income available to common P : '

stockholders -.............. aate.. $19,645 - $22,668 $21,480  $17,494

. . B S,

Net income available to common ., L . e .

stockholders per share: . y

Basic ..........c.iiuiin.. e $ 034 $ 037 $ 034 $ 027 .

Diluted . ................. e 0.34 037 - 0.34 0.27

Year Ended December 31, 2005
15t Quaner 2nd Quarter(3) 3rd Quarter 4th Quarter

Revenues — as reported. . . ... .. e $68,379 $68,607 $73,065 $77,967

Discontinued operations. .. ............. (4,615) (4,674) (3,237 - (1,954)"

Revenues — as adjusted(1).:............ $63,764 $63,933 $69,828 $76,013 .-

Net income (loss) available to common ' o L
stockholders. . ..... e $17,803 $(1,606) $19,908  $26,587 °

Net income {loss) available to common
stockholders per share:

Basic............ ... oo b 3 034 $ (0.03) $ 037 $ 047 :
Diluted ........... S 0.33 (0.03) © 037 047

-

(1) In accordance with FASB Statement No. 144, we have reclassified the income attributable to the properties sold subsequent to Ja.nuary 1,
2002 and antributable to the properties held for sale at December 31, 2006 to discontinued operations. See Note 16

(2) The decrease in net income and amounts per share are primarily attributable to costs associated with the Windrose 1 merger ($5,213, 000) and
the write-off of a straight-line rent receivable (35,143,000), offset by the favorable impact of prior period adjustments resulting from
reassessment of strmght-lme rent revenue recogmuon policies ($3,266,000).

A LR

(3) The net loss and amounts per share are primarily autributable to the loss on extinguishment of debt recorded in second quartcr 2005 .

20. Subsequent Events d )

On January 11, 2007, we announced an agreement to purchase a portfolio of medical office buildings from affiliates
of Rendina Companies. As part of the transaction, we also agreed to acquire Paramount Real Estate Services, the
property management group of Rendina Companies. The property portfolio includes 18 medical office buildings in ten
states. The transactions are subject to standard due diligence and are anticipated to close in the second quarter of 2007 ) ‘
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures .
Disclosure Controls and Procedures

An evaluation was carried out under the supervision and with the participation of our managemerit, including
our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the disclosure controls and
procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended) as of the end of the
period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that the disclosure controls and'procedures were cffcctwe as of the end of the penod covered by this
report.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting
(as defined in Rule 13a- 15(f) of the Securities Exchange Act of 1934, as amended). The Company’s internal control
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. generally
accepted accounting principles. The Company’s internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and.dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with U.S. generally accepted
accounting principles, and that receipts and expenditures of the Company are being made only in accordance with
authorizations of management and directors of the Company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that could
have a material effect on the financial statements. Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future
petiods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

Management has assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006 based on the criteria established by the Committee of Sponsoring Organizations of the
Treadway Commission in a report entitled Internal Control — Integrated Framework. The scope of management’s
assessment as of December 31, 2006 did not include an assessment of the internal control over financial reporting
for Windrose Medical Properties Trust because it was acqu1rcd in a business combination on December 20, 2006.
The acquired business represents 23.7% of the Company’s consolidated total assets at December 31, 2006 and 1%
of the Company’s consolidated revenues for the year ended December 31, 2006. The scope of management’s
assessment on internal control over financial reporting for fiscal year 2007 wnll mclude the acquired Windrose
Medical Properties Trust operations.

Based on this assessment, using the criteria above, management concluded that the Company’s system of
internal control over financial reporting was effective as of December 31, 2006.

" The registered independent public accounting firm of Ernst & Young LLP, as auditors of the Company’s
consolidated financial statements, has issued an attestation report on management’s assessment of the Company’s
internal control over financial reporting.

Changes in Intemal Control over Financial Reportmg

No change in our internal control over financial reporting (as defined in Rule 13a-15(0 of the Secunues
Exchange Act of 1934, as amended) occurred during the fourth quarter of the one-year period covered by this report
that materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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Report of Independent Registered Public. Accounting Firm on Internal Control over Financial Reporting
Stockholders and Directors " ‘ Co N
Health Care REIT, Inc. . . . o

We have audited management’s assessment, included in Management’s Report on’ Internal Control over
Financial Reporting, that Health Care REIT, Inc. maintained effective internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Contro! — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Health Care REIT
Inc.’s management is responsible for maintaining effective internal control over financial reporting ‘and for its
assessment of the effectiveness of internal control over financial reporting. Qur responsibility is to expréss an
opinion on management’s assessment and an opinion on the effectiveness of the company’s internal control over
financial reporting based on our audit. .

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Qur audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or .detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Management's Report on Internal Control over Financial Reporting
management’s assessment of and conclusion on the effectiveness of internal control over financial reporting did not
include the internal controls of Windrose Medical Properties Trust, which is included in the consolidated financial
statements of Health Care REIT, Inc. and constitute 23.7% of consolidated total assets as of December 31, 2006 and
1.0% of consclidated revenues for the year then ended. Management did not include an assessment of the internal
control over financial reporting of Windrose Medical Properties Trust because it was acquired in a business
combination on December 20, 2006,

In our opinion, management’s assessment that Health Care REIT, Inc. maintained effective internal control ,

over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO
criteria. Also, in our opinion, Health Care REIT, Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2006, based on the COSO criteria.
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2 We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Health Care REILT, Inc. as of December 31, 2006 and 2003, and
the related consolidated statements of income, stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2006 of Health Care REIT, Inc. and our report dated February 28, 2007 expressed an
unqualified opinion thereon.

fs{  ERNST & Younc LLP

Toledo, Ohio .
February 28, 2007
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Item 9B. Other Information

None. . .

PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this Item is incorporated herein by reference to the information under the
headings “Election of Directors,” “Executive Officers,” “Board and Committees™ and ‘_‘Security' Ownership of
Directors and Management and Certain Beneficial Owners — Section 16(a) Compliance” in our definitive proxy
statement, which will be filed with the Securities and Exchange Commission (“Commission”) prior to"April 30,
2007. -

We have adopted a Code of Business Conduct & Ethics that applies to our directors, officers and employees.
The code is posted on our Web site at www.hcreit.com and is available from the Company upon written request to
the Senior Vice President — Administration and Corporate Secretary, Health Care REIT, Inc.,-One SeaGate,
Suite 1500, P.O. Box 1475, Toledo, Ohio 43603-1475. Any amendment to, or waivers from, the code that relate to
any officer or director of the Company will be promptly disclosed on our Internet Web site at WWW. hereit.com.

T |

In addition, the Board has adopted charters for the Audit, Compensation .and NommalmglCorporate Gov-
ernance Committees. These charters are posted on our Web site at www.hcreit.com and are available from the
Company upon written request to the Senior Vice President — Administration and Corporate Secretary Heallh
Care REIT, Inc., One SeaGate Suite 1500, P.O. Box 1475, Toledo, Ghio 43603-1475.

ltgri'l 11. E.‘re‘cutive Compensation

The information required by this Item is 1ncorp0ratcd herein by reference to the information under the
headings “Executive Compensation,” “Compensation.Committee Report” and “Director Compensanon in our
definitive proxy statement, which will be filed with the Commission pl‘lOl’ to April 30, 2007. '

Iem 12, Security Ownership af Certam Beneﬁcml Owners and Managemem and Related Stockhalder
" Matters

The information required by this Item is incorporated herein. by reference to the, information under the
headings “Security Ownership of Directors and Management and. Certain Beneficial Owners” and “Equity
Compensation Plan Information™ in our definitive proxy statement, which will be filed with the Commission
prior to April 30, 2007. : ’ -,

Item 13. Certain Relationships and Related Transactions and Director Iizdepe(u:ll'gnce

The information required by this Item is incorporated herein by reference to the information under the
headings “Board and Committees — Independence and Meetings” and “Certain Relationships and Related
Transactions” in our definitive proxy statement, which will be filed with the Commission prior to April 30, 2007.

. v . + .oy B L. . Ce
Item 14. Principal Accountant Fees and Services

The information required by this Item is incorporated herein by reference to the information under the heading
“Ratification of the Appointment of the Independent Registered Public Accounting Firm” and “Pre- Approval
Policies and Procedures” in our definitive proxy statement, which will be filed with the Commission prior to
April 30, 2007.
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PART 1V

Item 15. Exhibits and Financial Statement Schedules

omitted.
"3,

2.1

22 .

(a)l. Our Consolidated Financial Statements are included in Part II, Item 8:

2.

Report of Independent Registered Public Accounting Firm . . ... ... ............... 63
Consolidated Balance Sheets — December 31,2006 and 2005 ............ ... ..... 64
Consolidated Statements of Income — Years ended December 31, 2006, 2005 and
200 e e e 65
Consolidated Statements of Stockholders” Equity — Years ended December 31, 2006,
] 2005and2004 ...................... 66
, Consolldated Statements of Cash Flows — Years ended December 31, 2006, 2005 and
2004 . L 67
Notes to Consolidated Financial Statements . . . ....... ... .. ... ... ... ..o .. 68

The foﬂowmg Fmanc:a[ Statement Schedu[es are included in ftem 15(c):
IIT -— Real Estate and Accumulated Deprec1at10n

Iv— Mortgage L.oans on Real Estate

All other schedules for which provision is made in the applicable accounting regulation of the Securities and
Exchange Commxssnon are not required under the related instructions or are inapplicable and therefore have been

31

32
3.3
34
35
3.6

3.7

Exhibit Index: S , B
Agreement and Plan of Merger, dated as of September 12, 2006, by and among Health Care REIT, Inc.,
Heat Merger Sub, LLC, Heat OP Merger Sub, L.P., Windrose Medical Properties Trust and Windrose
Medical Properties, L.P. (filed with the Commission as Exhibit 2.1 to the Company’s Form 8-K filed

September 15, 2006, and incorporated herein by reference thereto).

Amendment No. 1 to Agreement and Plan of Merger dated as of October 12, 2006, by and among Health
Caré REIT, Inc., Heat Merger Sub, LLC, Heat OP Merger Sub, L.P., Windrose Medical Properties Trust and
Windrose Medical Properties, L.P. (filed with the Commission as Exhibit 2.1 to the Company’s Form 8-K
filed October 13, 2006, and incorporated herein by reference thereto).

Second Restated Certificate of Incorporation of the Company (filed with the Commission as Exhibit 3.1 to
the Company’s Form 10-K filed March 20, 2000, and incorporated herein by reference thereto).
Certificate of Designation, Preferences and Rights of Junior Participating Preferred Stock, Series A, of the
Company (filed with the Commission as Exhibit 3.1 to the Company’s Form 10-K filed March 20, 2000,
and incorporated herein by reference thereto).

Certificate of Amendment of Second Restated Certificate of Incorporation of the Company (filed with the
Commission as Exhibit 3.1 to the Company’s Form t0-K filed March 20, 2000, and incorporated herein by
reference thereto).

Certificate of Amendment of Second Restated Certificate of Incorporation of the Company (filed with the
Commission as Exhibit 3.1 to the Company’s Form 8-K filed June 13, 2003, and incorporated herein by
reference thereto).

Certificate of Designation of 74% Senes D Cumu]atwe Reclcemable Preferred Stock of the Company (filed
with the Commission as Exhibit 2.5 to the Company’s Form 8-A/A filed July 8, 2003, and incorporated
herein by reference thereto).

Certificate of Designation of 6% Series E Cumulative Convertible and Redeemable Preferred Stock of the
Company (filed with the Commission as Exhibit 3.1 to the Company’s Form 8-K filed October 1, 2003, and
mcorporated herein by reference thereto).

Certificate of Desngnatlon of 7%% Series F Cumulative Redeemable Preferred Stock of the Company (filed
with the Commission as Exhibit 2.5 to the Company s Form 8-A filed September 10, 2004, and
incorporated herein by reference thereto).
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38

39

4.1

4.2

4.3

4.4

4.5

4.6

4.7

48

4.9

4.10

4.11

4,12

4.13

4.14

Certificate of Designation of 7.5% Series G Cumulative Convertible Preferred Stock of the Company (filed
with the Commission as Exhibit 3.1 to the Company’s Form 8-K filed December 20, 2006, and mcorporaled
herein by reference thereto).

- Amended and Restated By-Laws of the Company (ﬁled with the Commission as Exhibit 3.1 to the

Company’s Form 8-K filed September 8, 2004, and incorporated herein by reference thereto).

The Company, by signing this Report, agrees to furnish the Securities and Exchange Commission upon its
request a copy of any instrument that defines the rights of holders of long-term debt of the Company and
authorizes a total amount of securities not in excess of 10% of the total assets of the Company.

Indenture dated as of April 17, 1997 between the Company and Fifth Third Bank (filed with the
Commission as Exhlbll 4.1 to the Company’s Form 8-K filed ‘April 21, 1997, and incorporated herein
by reference thereto).

First Supplemental Indenture, dated as of April 17, 1997, to Indenture dated as of Apnl 17, 1997, between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company s Fonn 8-K
filed April 21, 1997, and incorporated herein by reference thereto)

Second Supplemental Indenture, dated as of March 13, 1998, to irdenture dated as of Aprll 17, 1997,
between the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company ]
Form 8-K filed March 11, 1998, and incorporated herein by reference thereto).

Third Supplemental Indenture, dated as'of March 18, 1999, to Indenture dated as of April 17,1997, between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company’s Form 8-K
filed March 17, 1999, and incorperated herein by reference thereto).

Fourth Supplementat”Indenture, dated as of August 10, 2001, to Indenture dated as of Ap'lril 17, 1997,
between the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company s
Form 8:K filed August 9, 2001, and mcorporated herein by reference thereto)

Supplemental Indenture No. 3, dated September 10, 2003, to Indenture dated as of April 17, 1997, between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.1 to the Company's Form 8-K
filed September 24, 2003, and incorporated herein by reference thereto).

Amendment No. 1, dated September 16, 2003, to Supplemental Indenture No. 5, dated September 10, 2003,
to Indenture dated as of April 17, 1997, between the Company and Fifth Third Bank (filed with the
Commission as Exhibit 4.3 10 the Company’s Form 8-K filed Seplember 24, 2003 and incorporated herein
by reference thereto).

Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and Fifth Third
Bank (filed with the Commission as Exhibit 4. 1 to the Company’s Form 8-K filed September 9, 2002, and
incorporated herein by reference thereto),

Supplemental Indenture No. 1, dated as of Septembcr6 2002, to Indenture for Semor Debt Securities, dated
as of September 6, 2002, between the Company and Fifth Third Bank, (filed with the Commission as
Exhibit 4.2 to the Company’s Form 8-K filed September 9, 2002, and mcorporated herein by reference
thereto).

Amendment No. 1, dated March 12, 2003, to Supplemental Indenture No. 1, dated as of September 6, 2002,
to Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and Fifth
Third Bank (filed with the Commission as Exhibit 4.1 to the Company’s Form 8-K filed March 14, 2003,
and incorporated herein by reference thereto).

Supplemental Indenture No. 2, dated as of September 10, 2003, to Indenture for Semor Debt Securities,
dated as of September 6, 2002, between the Company and Fifth Third Bank (filed with the Commission as
Exhibit 4.2 to the Company’s Form 8-K filed September 24, 2003, and incorporated herein by reference
thereto).

Amendment No. 1, dated September 16, 2003, to Supplemental Indenture No. 2, dated as of September 10,
2003, to Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and
Fifth Third Bank (filed with the Commission as Exhibit 4.4 to the Company’s Form 8-K filed September 24,
2003, and incorporated herein by reference thereto).

Supplemental Indenture No. 3, dated as of October 29, 2003, to Indenture for _Senior Debt Securities, dated
as of September 6, 2002, between the Company and Fifth Third Bank (filed ‘With the Commission as
Exhibit 4.1 to the Company’s Form &-K filed October 30, 2003, and incorporated herein by reference
thereto).

97



4.15

4.16
4.17
4.18
4.19
4.20
421

10.1

10.2

103 °

10.4

10.5

10.6

107

Amendment No. 1, dated September 13, 2004, to Supplemental Indenture’ No. 3, dated as of October 29,

.2003, to Indenture for Senior Debt Securities, dated as of September 6, 2002, between the. Company and
~ The Bank of New York Trust Company, N.A., as successor to Fifth Third Bank (filed with the Commission

as Exhibit 4.1 to the Company’s Form 8-K ﬁled September 13, 2004, and mcorporated herein by reference
thereto). - - . .

Supplemental Indenture No. 4, dated as of April 27, 2005, to Indenture for Senior Debt Securities, dated as
of September 6, 2002, between the Company and The Bank of New York Trust Company, N.A. (filed with
the Commission as Exhibit 4.1 to the Company’s Form 8-K filed April 28, 2005, and incorporated herein by
reference thereto).

Supplemental Indenture No. 5, dated as of November 30, 2005, to Indenture for Senior Debt Securities,
dated as of September 6, 2002, between the Company and The Bank of New York Trust Company, N.A.
(filed with the Commission as Exhibit 4.1 to the Company’s Form 8-K filed November 30, 2005, and
incorporated herem by reference thereto).

Indenture, dated as of N(wember 20, 2006 between the Company and The Bank of New York Trust
Company, N.A. (filed with the Commission as Exhibit 4. 1 to the Company’s Form 8 K filed November 20,
2006, and mcorporated herem by reference thereto).

Supplemental Indenture No. 1, dated as of November 20, 2006, between the Company and The Bank of
New, York Trust Company. N.A. (filed with the Commnssnon as Exhibit 4.2 to the Company’s Form 8-K
ﬁled November 20,2006, and incorporated herein by reference thereto).

Form of Indenture for Senior Subordinated Debt Securities (filed with the Commission as Exhibit 4.9 to the
Company’s Form S-3 (Flle No 333-73936) filed November 21, 2001, and mcorporated herein by reference
thereto).

Form of Indentore for Jumor Subordmated Debt Securmes (ﬁled w1th the Comrmssron as Exhibit 4.10 to
the Company’s Form S-3 (Frle No. 333-73936) filed November 21, 2001, and incorporated herein by
reference thereto).

Third Amended and Restated Loan Agreement dated as. of July 26, 2006 by and among the Company and
certain of its subsidiaries, the banks signatory thereto, KeyBank National Association, as administrative
agent, Deutsche Bank Securities Inc., as syndication agent, and UBS Securities LLC, Bank of America,
N.A. and JPMorgan Chase Bank, N.A., as documentation agents (filed with the Commission as Exhibit 10.2
to the Company’s Form 10- Q filed July 28, 2006, and incorporated herein by réference thereto).

Amendment No. 1 to Third Amended and Restated Loan Agreement by and among the Company and
certain of its subsidiaries, the banks signatory thereto, KeyBank National Association, as administrative
agent, Deutsche Bank Securities Inc., as syndication agent, and UBS Securities LLC, Bank of America,
N.A. and JPMorgan Chase Bank, N A, as documentation agents, dated as of September 20, 2006 (filed with
the Commission as Exhibit-10.1 to the Company’s Form 8-K filed September 26, 2006 and mcorporated
herein by reference thereto).

Credit Agréement, dated as of May 3 l, 2006, by and among the Company and certain of its subsidiaries and
Fifth Third Bank (filed with the Commission as Exhibit 10.1 to the Company’s Form 8-X filed June 5, 2006,
and incorporated by reference thereto). :

ISDA Master Agreement and Schedule dated as of May 6, 2004 by and between Bank of America, N.A. and
Health Care REIT, Inc. (filed with the Commission as Exhibit 10.3 to the Company s Form lO-Q filed
July 23, 2004, and incorporated herein by reference thereto).

Interest Rate Swap "‘Confirmation dated May 10, 2004 between Health Care REIT, Inc. and Bank of
America, N.A. (filed with the Commission as Exhibit 10.4 to the Company’s Form 10-Q filed July 23, 2004,
and incorporated herein by reference thereto).

Interest Rate Swap Confirmation dated May 6, 2004 between Health Care REIT, Inc. and Deutsche Bank

‘AG (filed ‘with the Commission as Exhibit 10.5 to the Company’s Form 10-Q) filed July 23, 2004, and

incorporated herein by reference thereto).”
Health Care REIT, Inc. Interest Rate & Currency Risk Management Polrcy adopted on May 6, 2004 (filed

with the Commission as Exhibit 10.6 to the Company’s Form 10-Q filed July 23, 2004, and incorporated
herein by reference thereto).
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10.8 ¢ The 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed with the Commission as Appendix II to the
- Company’s Proxy Statement for the 1995 Annual Meeting of Stockholders filed September 29, 1995, and
incorporated herein by reference thereto).*

10.9  -First Amendment to the 1995 Stock Incentive Plan of Health Care REIT, Inc. (filéd with the Commission as
Exhibit 4.2 to the Company’s Form S-8 (File No. 333- 40771) ﬁled November 21, 1997 and incorporated
herein by reference thereto).* .

10.10  Second Amendment to the 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed with the Commission
as Exhibit 4.3 to the Company’s Form $-8 (Flle No. 333- 739 16) filed November 21, 2001, and incorporated
herein by reference thereto).*

10.11  Third Amendment to the 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed with the Commission
= as Exhibit 10.15 to the Company’s Form 10-K filed March 12 2004, and incorporated herein by reference
thereto).*

10.12  Stock Plan for Non -Employee Directors of Health Care REIT, Inc. (filed with' the Commission as
*  Exhibit 10.1 to the Company s Form 10-Q filed May lO 2004, and incorporated herein by reference
thereto).*

10.13 First Amendment to thé Stock Plan for Non-Employee Directors of Health Care REIT, Inc. effective
April 21, 1998 (filed with the Commission as Exhibit 10.2 to the Company’s Form 10-Q filed May 10, 2004,
and incorporated- herein by reference thereto).*

10.14 Health Care REIT, inc."2005 Long-Term Incentive Plan (filed with the Commission as Appendix A to the
< Company’s Proxy Statement for the 2005 Annual Meetmg of Stockholders, filed March 28, 2005, and
incorporated herein by reference thereto).*

10. 15 'Form of Stock Option Agreement for Executive Officers under the 1995 Stock Incentive Plan (filed with the
' *Commission‘as Exhibit 10.17 to the Company’s Form 10-K filed March 16, 2005 and mcorporated herein
by reference thereto).*

10,16 -Form of Restricted Stock Agreement for Executlve Officers under the 1995 Stock Incentive Plan (filed with
-~ ¢, the Commission as Exhibit 10.18 to the Company’s Form 10-K fited March 16, 2005, and 1ncorporated
herein by reference thereto).*

10.17 Form of Stock Option Agreement under the Stock Plan for' Non-Employee Directors (filed with the
. Commission as Exhibit 10.3 to the Company’s Form 10-Q/A’ filed October 27 2004, and mcorporaled
herein by reference thereto).*

-10.18 Form'of Restricted Stock Agreement under the Stock Plan- for Non- Employee Directors (filed with the
. Commission as Exhibit 10.20.to the Company’s Form 10-X filed March 16,2005, and incorporated herein
by reference thereto).* yo

10 19 'Form of Stock Option Agreement (with Dividend Equivalent Rights) for the Chief Executive Officer under
the 2005 Long-Term Incentive Plan (filed with the. Commission as -Exhibit.10.18 to the Company’s
Form 10-K filed March 10, 2006, and incorporated herein by reference thereto).* ot

10:20 Form of Stock Option Agreement (with Dividend Equivalent Rights) for Executive Officers under the 2005
Long-Term Incentive Plan (filed with the Commission as Exhibit 10.19 to the Company’s Foim 10-K filed
March 10, 2006, and incorporated herein by reference thereto).*

10.21 Form ofStock Option Agreement (without Dividend Equivalent Rights) for the Chief Executive Officer
under the 2005 Long-Term Incentive Plan (filed-with the Commission as Exhibit 10.20 to the Company s
Form 10-K filed March 10, 2006, and incorporated herein by reference thereto).*

1022 Form of Stock Option Agreement (without Dividend Equivalent Rights) for Executive Officers under the
2005 Long-Term Incentive Plan (filed with the Commission as Exhibit 10.21 to the Company s Form 10-K
filed March 10, 2006, and incorporated herein by reference thereto).* .

10.23 Form of Restricted Stock Agreement for the Chief Executive Officer under the 20035 Long-Term Incermve
Plan (filed with the Commission as Exhibit 10.22 to the Company’s Form 10-K ﬁled March 10, 2006, and
incorporated herein by reference thereto).*. - |

10.24 Form of Restricted Stock Agreement for Executive Officers under the.2005 L()ng-Term Incentlve Plan
(filed with the Commission as Exhibit 10.23 to the Company s Form 10 K filed March 10 2006, and
incorporated herem by reference théreto).* X
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10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

14

21

23
241

Form of Deferred Stock Unit Grant Agreement for Non-Employee Directors under the 2005:Long-Term
Incentive Plan (filed with the Commission as Exhibit 10.24 to the Company’s Form 10-K filed March 10,
2006, and incorporated herein by reference thereto).* .

Restricted Stock Agreement, dated January 22, 2007, by and between Health Care REIT and Raymond W,
Braun {filed with the Commission as Exhibit 10.2 to the Company’s Form 8-K ﬁlcd January 25,2007, and
incorporated herein by reference thereto).*

Third Amended and Restated Employment Agreement, dated January-22, 2007, by and between the
Company and George L. Chapman (filed with the Commission as Exhibit 10.1 to the Company’s Form 8-K
filed January 23, 2007, and incorporated herein by reference thereto).*

Second Amended and Restated Employment Agreement, effective January 1, 2004, by and between Health
Care REIT, Inc. and Raymoend W. Braun (filed with the Commission as Exhibit 10.18 to the Company’s
Form 10-K filed March 12, 2004, and incorporated herein by reference thereto).*

Second Amended and Restated Employment Agreement, effective January 1,-2004, by and between Health
Care REIT, Inc. and Erin C. Ibele (filed with the Commission as Exhibit 10.19 to the Company’s Form 10-K
filed March 12, 2004, and incorporated herein by reference thereto).*

Amended and Restated Employment Agreement, effective January 1, 2004, by and between Health Care
REIT, Inc. and Charles J. Herman, Jr. (filed with the Commission as Exhibit 10.20 to the Company’s
Form 10-K filed March 12, 2004, and incorporated herein by reference thereto).*

Amended and Restated Employment Agreement, effective March 17, 2006, by and between Health Care

REIT, Inc. and Scott A. Estes (filed with the Commission as Exhibit 10.1 to the Company’s Form 10-Q filed-

May 10, 2006, and incorporated herein by reference thereto).*

Employment Agreement, cffective July 1, 2004, by and between Health Care REIT, Inc. and Jeffrey H.
Miller (filed with the Commission as Exhibit 10.2 to the Company’s Form 10-Q filed July 23, 2004, and
incorporated herein by reference thereto).*

Consulting Agreement dated as of September 12, 2006 between the Company and Fred S. thsch (filed
with the Commission as Exhibit 10.1 to the Company’s Form S-4 filed October 13, 2006, and incorporated
herein by reference thereto).*

Consulting Agreement dated as of September 12, 2006 between the Company and Frederick L. Farrar (filed
with the Commission as Exhibit 10.2 to the Company’s Form S-4 filed October 13, 2006,:and incorporated
herein by reference thereto).*

Employment Agreement dated as of September 12, 2006 between the Company and Daniel R. Loftus (filed
with the Commission as Exhibit 10.3 to the Company’s Form §-4 filed October 13, 2006, and incorporated
herein by reference thereto).*

Health Care REIT, Inc. Supplemental Executive Retirement Plan, effective as of January 1, 2001 (filed with

. the Commission as Exhibit 10.19 to the Company s Form 10-K filed March 10, 2003, and mcorporated

herein by reference thereto).* -

Health Care REIT, Inc. Executive Loan Program effective as of August 1999 (filed with the Commission as
Exhibit 10.20 to the Company’s Form 10 K filed March 10, 2003, and mcorporated herem by reference
thereto).*

Form of Indemnification Agreement between the Company and each director, executive officer and officer
of the Company (filed with the Commission as Exhibit 10.1 to the Company’s Form 8- K ﬁled Febmary 18,
20035, and incorporated herein by reference thereto).* .

Summary of Director Compensation (filed with the Commission as Exhibit 10.39 to .the Company’s

. Form. 10-K filed March 1, 2007, and incorporated herein by reference thereto).*

Code of Business Conduct and Ethics (filed with the Commission as Exhibit 14 to the Company’s
Form '10-K filed March 12, 2004, and incorporated herein by reference thereto).

- Subsidiaries of the Company (filed with the Commission as Exhibit 21 to the Company s Form 10-K filed

March 1, 2007, and incorporated herein by reference thereto).

~Consent of Ernst & Young LLP, independent registered public accounting firm. '

Power of Attorney executed by Pier C. Borra (Director) (filed with the Commission as Exhibit 24.1 to the
Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).
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24.2
243
24.4
24.5
24.6
24.7

248
249
24.10

24.11
31.1
31.2
32.1
322

Power of Attorney executed by Thomas J. DeRosa'(Di;ec_:tof) (filed with the Commission as Exhibit 24.2 to
the Company’s Form 10-K filed March 1, 2007, and incorporated heréin by reference thereto).

Power of Attorney executed by Jeffrey H. Donahue (Director) (filed with the Commission as Exhibit 24.3 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Peter J. Grua (Director) (filed with the Commission as Exhibit 24.4 to the
Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Fred S. Klipsch (Director) (filed with the Commission as Exhibit 24.5 to the
Company’s Ferm 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executéd by Sharon M. Oster (Director) (filed with the Commission as Exhibit 24.6 to
the Company’s Form [0-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by R. Scott Trumbull (Director) (filed with the Commission as Exhibit 24.7 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by George L. Chapman (Director, Chairman of the Board and Chief Executive
Officer and Principal Executive Officer) (filed with the Commission as Exhibit 24.8 to the Company's
Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Scott A. Estes (Senior Vice President and Chief Financial Officer and
Principal Financial Officer) (filed with the Commission as Exhibit 24.9 to the Company’s Form 10-K filed
March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Paul D, Nungester, Jr. (Vice President and Controller and Principal
Accounting Officer) (filed with the Commission as Exhibit 24.10 to the Company’s Form 10-K filed
March 1, 2007, and incorporated herein by reference thereto). - w

Power of Attorney executed by William C. Batlard, Jr. (Director).

Rule 13a-14(a)/15d-14(a) Certification of Ehief Executive Officer.

Rule 13a-14(a)/15d-14(a) Cenification of Chief Financial Officer. -
Certification pursuant to 18 U.S.C. Section 1350 by Chief Executive Ofﬁcer
Certification pursuant to 18 U.S.C. Secuon 1350 by Chief Financial Officer.

* Management Contract or Compensatory Plan or Arrangement.

~ (b) Exhibits:

The exhibits listed in Item 'IS(a)(3) above are either filed with this Form 10-K or incorporated by
reference in accordance with Rule 12b-32 of the Securities Exchange Act of 1934.

(¢) Financial Statement Schedules:

Financial statement schedules are included on pages 103 through 114.

101




O

Pursuant to the requirements of Section- 13 or 15(d) of the Securities Exchange Act of 1934, the Company has
duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

HEALTH CARE REIT, INC.

By: /s GEeorGE L. CHAPMAN
Chairman, Chief Executive Officer and Director

Pursuant to the requircments of the Securities Exchange Act of 1934, this report has been signed below.on
March 12, 2007, by the following person on behalf of the Company and in the capacities indicated. .

by

/s/  Wiuiam C. BALLAR.D, R* . . . o _I/s/ SHARON M. OSTER*

William C. Ballard, Jr., Director ... . ' Sharon M. Oster, Director .
/s/ Pier C. Borra* . L . | Isf R. Scort TRUMBULL*
' Pier C. Borra, Director . - R. Scott Trumbull, Director
Is/  Taomas J. DERosA* . S - ) fsl GEORGE L. CHAPMAN
Thomas J. DeRosa, Director | - S - George L. Chapman, Chairman, Chief Executive
T -, Officer and Director (Principal Executive Officer)
/s/ Jeremey H. Dowamue* 0 " “/s/  Scort A. Estes* .
Jeffrey H. Donahue, Director ¢ Scott A. Estes, Senior Vice President and Chief
Lo ' t Financial Officer (Principal Financial Officer)
/s/  PetER J. GrUA* . Lo Is/ PauL D. NUNGESTER, Jr.*
Peter J. Grua, Director Paul D. Nungester, Jr., Vice President and Controller

(Principal Accounting Officer)

/s!/ Frep S. KvLipscu*
Fred S. Klipsch, Vice Chairman - .

*B)“{: /s/  GEORGE L. CHAPMAN
George L. Chapman, Attorney-in-Fact
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o .- HEALTH CARE REIT, INC,
. ' o SCHEDULE I

. : REAL ESTATE AND' ACCUMULATED DEPRECIATION
' ) December 31, 2006
Gross Amount at Which
' Carried at Close of Perfod
- . Initial Cost to Company B Accumulated

Buildings, Cost Capltalized Buildings, Depmlnﬂon . -
Intangibles &  Subsequent to Intangibles & Year Year
Description : Encumbrances Land- Improvements Acquisition Land Improvements Amorﬂmdon Acquired Bulll

Assisted Living Facilities: ' v
Alhambra, CA . ..... .. ’ $ 420 § 2534 $ 420 $ 254 $ 410 1999 1999
Amarillo, TX . . . .. . . 390 5,100 3%0 5,100 - 302 2004 1996
Asheboro, NC(3). . ... .. $ 3548 290 5,032 $ 21 290 5,053 464 2003 1998
Asheville, NC. . . .. o " 204 3,489 ' 204 3,489 795 1999 1999
Asheville, NC. . . .. .. .. 280 1,955 351 : 280 2,306 234 2003 1992
Auburn, MA(1). . . ... .. 4,446 1,050 7,950 - 1,050 1950 746 2003 1997
Azusa, CA, . ... .70, .. 570 3,141 - 570 3,141 531 1998 1988
Baltimore, MD . . . .% . .. ) 510 *4,515 o 510 4515 485 2003 T 1999
Bartlesville, OK . .-, .. .. 100 1,380 v 100 1,380 432 1996 1995
Beaumont, TX .. ...... 520 6,050 ' - 520 6,050 378 2004 1997
Bellevue, W1 . ... ... i 1,740 18,260 1,740 18,260 243 2006 2004
Bellingham, WA . ... ... 300 3,200 - - 300 3,200 285 2003 1994
Bluffton, SC . .. .. e © 700 5,598 3,085 700 8,683 1,226 1999 2000
Bradenton, FL . ... ... 252 3,298 - 252 3,298 1,051 1996 1995
Bradenton, FL . . ...... 100 1,700 942 * 100 2,642 863 1999 1996
Brandon, FL . . . | . . 860 7,140 ' 860 7,140 - 609 2003 1990
Bremerton, WA. . . ... .. . 390 2,210 350 2210 2006 ' 1999
Burlington, NC. . . .. ... ’ 280 4,297 707 280 5,004 446 2003 2000
Burlington, NC(3) . : .. .. 2,787 " 460 5,501 -5 460 5,506 503 *2003 1997
Butte, MT . ... ....... © 550 3,957 43 550 4,000 667 1998 ° 1999
Canton, OH . . . .. Tooa. 300 2,098 300 © 2,098 483 1998 - 1998
Cape Coral, FL. .. ... .. - 530 3,281 530 3,281 437 - 2002 2000
Cary, NC............ ! 1,500 4,350 986 1,500 5336 1,100 1998 1996
Cedar Hill, TX . . . ... .. )] 1,490 : 171 1,490 436~ 1997-- 1996
Chapel Hill, NC . .. .. .. 354 2,646 783 354 3,429 396 2002 1997
Chelmsford, MA(2) . .. .. 9,019 1,640 10,960 1,040 10,960 944 2003 1997
Chickasha, OK. . ...... . 85 1,395 ‘85 1,395 430 1996 1996
Chubbuck, ID. . . .. PO 125 5,375 125 5,375 488 - 2003 1996
Claremore, OK. .. ... .. * 155 1,428 155 1,428 415 1996 1996
Clarksville, TN. . . *. . .. © 330 2,292 ' " 330 2,292 522 - 1998 1998
Coeur D’ Alene, ID . . . .. ‘ 530 7.570 530 1570 681 2003 1987
Columbia, TN .. ... ... 34] 2,295 341 2,295 519 1999 1999
Concord, NC(3) . ...... 4,698 550 3,921 78 550 3,998 404 £ 2003 1997
Corpus Christi, TX .. ... : 155 2,935 15 ‘155 2,950 1,221 1997 - 1996
Corpus Christi, TX ... .. 420 4,796 C139 420 4935 2475 1996 1997
Danville, VA ... ...... 410 3,954 722 410 4,676 - 433 2003 1998
Dayton, OH. .. ....... 690 2970 1428 690 4,398 743 2003 1994
Desoto, TX . ... ... 205 1,383 ' 205 1383 394 199 1996
Duncan, OK. .. ....... 103 1,347 ~ 103 1,347 408 1995 1996
Durham, NC.. .. ...... ' ] 1,476 10,659 2,196 1,476 12,855 | 4517 1997 - 1999
Eden, NC(3) ........, 3.049 © 390 5,039 89 390 5,128 464 2003 1998
Edmond, OK . ... ... .. 175 1.564 175 1,564 4657 1995 1996
Elizabeth City, NC ... .. " - 200 2,760 2,010 200 4771 813 S 1998 - 1999
Encinitas, CA. . . ... ... 1,460 7.721 1,460 7.721 1,420 2000 2000
Enid, OK ....... P %0 1,390 %0 1,390 435 1995° 1995
Everent, WA, . . . ! i 1,400 5476 1,400 5476 1,160 1999 1999
Fairfield, CA . . . .. e 1,460 14,040 1,460 14,040 1,906 2002 1998
Fairhaven, MA . . /... .. 770 6,230 770 6,230 455 2004 1999
Fayetteville, NY . “ - ‘410 3,962 500 410 4,462 581 2001 1997
Federal Way, WA . ... .. 540 3,960 : T 540 3,560 352 2003 1978
. 200 1,800 200 1,800 489 1997 1997
540 4,460 540 4460 | 406 2003 1999
300 2978 300 2978 394 ‘2002 1999
'3121 320 4,576 51 320 - 4,628 429 2003 1999
o ‘440 2,560 440 2,560 ©240 2003 - 1980
64 3,881 64 3,881 1,635 1996 1984
Fredncksburg. VA(S) . 7,424 1,000 20,000 1,000 20,000 918 2005 1999
Gastonia, NC(3) . .. .. .. 4,153 470 6,129 -9 470 6,138 559 2003 1998
Gastonia, NC(3) . . .. ... 1,944 310 3,096 38 319 3,134 305 2003 1994

Gastonia, NC(3) . ' ... 3.900 400 5,029 T 400 5,029 467 2003 1996
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{ross Amount at Which
Carried at Close of Perlod

Inltial Cost to Company Accumulated
Buildings,  Cost Capitalized Buildings,  Depreclation
Intangtbles &  Subsequent to . Intangibles & and Year Year
Description Encumbrances Land Improvements  Acquisition Land  Improvements Amortization Acquired Built
| Georgetown, TX . ... ... $ 200 §$ 2100 3 200 § 2100 $ 557 1997 1997
, Grand Terrace, CA .. ... 530 2,770 530 2,770 196 2004 1982
| " Greensboro, NC ... ... L 330 2970 $ 555 330 3,524 334 2003 1996
- Greensboro, NC .., . ... : 560 5,507 1,013 560 6,520 614 2003 1997
| Greenville, NC(3) . . ... ;. § 3639 290 4,393 20 290 4413 407 2003 1998
' Greenville, SC ... .. ... 310 4,750 3t0 4,750 314 2004 1997
‘ ' Hagerstown, MD. . .. ... - 360 4,640 - 360 . 4,640 445 2003 ' 1999
Hamden, CT ......... 1,470 4,530 1,470 4,530 699 2002 1998
' Hamilton, NJ . .. ... ... 440 4,469 440 4,469 605 2001 1998
: Happy Valley, OR . . . . .. 628 3,585 232 628 3817 787 1998 1999
: Harlingen, TX . ....... 92 2,057 127 92 2,184 go6 1997. 1989
Hattiesburg, MS .. ... .. 560 5,790 560 5,790 823 2002 1998
Henderson, NV, .. .. ... 380 9,220 65 380 9.285 1,965 1998 1998
Henderson, NV ... ..... 380 4,360 4] 380 4.401 L7123 1999 2000
Hickory, NC- ... .. ... | 290 987 232 290 1,219 155 2003 1994
High Point. NC. . . ... .. 560 4,443 793 560 5,236 488 12003 2000
High Point, NC. . . ... .. 370 2,185 410 370 2,595 259 2003 1999
High Point, NC(3). .. ... 2,655 330 3395 ° 34 330 3,429 323 2003 1994
High Peint, NC(3). .. . .. 2,996 430 4,147 3 430 4,150 387 2003 1998
Highlands Ranch, CO. . .. 940 3721 940 3,721 300 2002 1999
Hilton Head Island, SC. . . : 510 6,037 2,380 . SI0 8417 1,437 1998 . 1999
Hopedale, MA ., ., .. .. 130 8,170 130 8,170 416 2005 1999
Houston, TX ......... : 360 2,640 360 2,640 321 2002 1999
Houston, TX ......... . 360 2,640 360 2,640 317 2002 1999
Hutchinson, KS§ .. ..... 600 10,590 600 10,590 631 2004 1997
Jackson, TN. ... ...... 540 1,633 177 540 1,810 199 2003 1998
Jonesboro, GA . . ..:. .. . 460 1,304 . 460 1,304 13 2003 1992
Kalispell, MT. . . ... ... ) 360 3,282 - 360 3,282 739 1998 1998
Kenner, LA ... ... L 1,100 10,036 125 1,100 10,161 3.593 1998 2000
Kirkland, WA(2). . ... .. 4,937 1,880 4,320 1,880 4,320 396 2003 1996
Knoxville, TN .. ...... 314 2,756 315 2,754 320 2002 1998
Lake Havasu City, AZ . . . . 450 4,223 - 450 4,223 874 1998 . 1999
Lake Havasu City, AZ . . . 110 2,244 136 110 2,380 531 1998 1994
Lakeland, FL . . . . ... .. : 520 4,580 520 4,580 410 2003 1991
Lakewood NY ... ..... 470 8,530 470 8,530 740 2003 1999
Lawton, OK.......... 144 1,456 144 1,456 436 1995 1996
Lecanto, FL.. ... ...... 200 6,900 200 6,900 438 2004 1986
Lenoir, NC , .. ....... 190 3,748 641 190 4,389 407 2003 1998
Lexington, NC ., ... ... 200 3,900 1,015 200 4915 554 2002 1997
Longview, TX ... ..... 320 4,440 - 320 4,440 280 2004 1997
Louisvitle, KY(1) ... ... 3,305 . 490 7610 490 7.610 17 2003 1997
Lubbock, TX . .. ...... 280 6,220 1,660 280 7,880 591 2003 1996
Manassas, VA(2). . ... .. 3,757 750 7450 750 7450 653 2003 1996
Margate, FL. . .. .. A 500 7,303 2,459 500 9.762 4,246 1998 1972
Martinsville, NC ., . ... .. 349 349 2003
Marysville, CA. . ... ... 450 4,172 44 450 4216 706 1998 1999
Matthews, NC(3}. . ... .. 3.811 560 4,869 183 560 5,051 468 2003 1998
McHenry, IL .. ....... 1,632 1,632 2006 .
McHenry, I .. .. ... .. 3,550 15,300 3,550 15,300 2006 2004
Middleburg Heights, OH . . 960 7,780 960 7,780 473 2004 | 1998
Middleton, WI . .. ... .. 420 4,006 420 4,006 525 2001 1991
Midland, TX ......... 400 4,930 400 4,930 303 2004 1997
Midwest City, OK . . . . .. a5 1,385 95 1,385 434 1996 1995
Missoula, MT(4) .. .. ... 6,516 550 7,490 550 7,490 258 2005 1998
Menroe, NC. .. ....... - 470 3,681 648 470 4,329 412 2003 2001
Menroe, NC. ... ... .. 310 4,799 857 310 5,656 506 2003 2000
Monroe, NC(3). . ... ... 3.343 450 4,021 13 450 4,033 388 . 2003 1997
Morehead City, NC . . . . . 200 3,104 1,648 200 4,752 799 199% 1999
Moses Lake, WA, .. .. .. 260 5,940 260 5,940 536 2003 1986
Mt Vernon, WA .. ... .. 400 2,200 400 2,200 2006 2001
New York, NY . . ... ... 1,440 21,460 1,440 21,460 2006 1997
Newark, DE_ .. ....... 560 21,220 560 21,220 1,243 2004 1998
Newburyport, MA . . . ... 960 8,290 960 8,290 1,033 2002 1999
Norman, OK .. .... ... 55 1,484 55 1,484 533 1995 1995
North Augusta, SC .. ... 332 2,558 332 2,558 570 196 1998
North Miami Beach, FL . . - 300 5,709 2,006 300 1715 3,177 1698 1987
North Oklahoma City,
OK........ ... ... 87 1,508 87 1,508 432 1996 1996
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Gross Amount at Which

» Carried at Close of Period

. . . Initial Cost to Company ‘Accumulated
' Buildings,  Cost Capitalized Buildings,  Depreciatien

Intangibles &  Subseguent to Intangibles & and Year
Drescription Encumbrances - Land  Improvements Acquisition ‘- Land [mprovements Amortization Acquired
Ocean Shores, WA, . . .. $ 70§ 13N $ 70 S 139 $ 101 2004
Ogden, UT .......... 360 6,700 360 6,700 412 2004
Oklahoma City, OK . .. .. 130 1,350 130 1,350 412 1995
Oklahoma City. OK ., ... 220 2,943 220 2,943 592 1999
Ontario, OR. . ... ..... 90 2,110 0 2,110 188 : 2003
Ordando, FL.. . ... ... .. 1,390 4,630 1,390 4,630 344 2004
Oshkosh, WI ., . ...... 900 3,800 900 3,800 81 2006
Owasso, OK .. ....... 215 1,380 215 1,380 400 1996
Palestine, TX . . .. ... .. 173 1.410 173 1,410 411 1996
Palestine, TX .. . .... .. 180 4,320 180 4,320 51 2006
Paris, TX ........... 490 5452 490 5452 59 2006
Paso Robles, CA. . ... .. 1,770 8,630 1,770 8,630 1,163 2002
Phoenix, AZ ....!.... 1,000 6,500 1,000 6,500 598 2003
Pinghurst, NC, . . . ... .. 290 2,690 $ 484 290 3,174 i 2003
Piqua, OH........ .. 204 1,885 204 1,885 461 1997
Pittsburgh, PA .. ... ... 1,750 8,572 115 1,750 8,687 426 2005
Pocatello, ID . ... ..... 470 1,930 470 1,930 193 2003
Ponca City, OK .. ..... 114 1,536 1id 1,536 480 1995
Quiney, MA. .. ... .. .. 2,690 15410 2,690 15410 812 2004
Reidsville, NC . .. ... .. 170 3830 857 170 4,687 537 2002
Reno, NV ... ........ 1,060 11,440 1,060 11,440 695 2004
Ridgeland, MS(2) . .. ... $ 4772 520 7,680 * 520 7,680 674 2003
Rocky HillLCT. ....... 1,460 7.040 1,460 7,040 983 2002
Rocky Hill, CT(1) . . . . .. 4,561 1,090 6,710 1,090 6,710 637 2003
Romeoville, IL . . ... ... 1,895 1,895 2006
Roswell, GA . .. ...... 620 2,200 184 620 2,384 320 2002
Salem,OR........... 449 5,172 449 5172 1,137 1999 -
Salisbury, NC(3) . . ... .. 3,621 370 5,697 57 370 5754 528 2003
Salt Lake City, UT. . . ... 1,060 6,142 1,060 6,142 1.019 1999
San Angelo, TX . .. .. .. ‘ 260 8,800 260 8,800 524 2004
San Juan Capistrano, CA. . 1,390 6,942 1,350 6,942 1,022 2000
Samsota, FL. ... ...... 475 3,175 475 3,175 1,012 1996
Serasota, FL. . ... ... .. 1,190 4,810 1,190 4,810 458 2003
Seven Fields, PA. . ... .. 484 4,663 63 484 4,725 1,040 1999
Shawnee, QK. .. ... ... 80 1,400 80 1,400 435 .. 1996
Sheboygan, WI........ 80 5.320 80 5,320 74 2006
Sherman, TX . ... ..... 700 5,221 700 5,221 .. 2006
Smithfield, NC(3) . ... .. 3,554 290 5777 52 290 5,830 529 2003
St. Charles, IL . .. .. ... 986 : 986 2006
Statesville, NC. .. ..... N 150 1,447 267 150 1,713 168 2003 -
Statesville, NC(3) . . .. .. 2,895 310 6,183 32 310 6,215 551 2003 -
Statesville, NC(3) ... ... T 2,494 140 3,798 "33 140 3,832 341 - 2003
Staunton, VA . . . ... ... : 140 8,360 140 8,360 763 - 2003
Stillwater, OK . . ... ... 80 1,400 - 80 1,400 . 438 1995
Sunrise. FL ... .... ... 1,480 15,950 1,480 15,950 1,010 2004
Tewksbury, MA .. ... .. 1,520 5,480 1,520 5,480 468 2003
Texarkana, TX ........ 192 1,403 192 1,403 406 1996
Troy, OH ........... 200 2,000 200 2,000 533 ' 1997
Valparaiso, IN ... ... .. 112 2,558 112 2,558 395 2001
Valparaiso, IN .. ...... ' 108 2962 108 2,962 447 2001
Vero Beach, FL ... .. .. 262 3,189 262 3,189 477 2001~
Vero Beach, FL .. ... .. 297 3,263 297 3,263 493 2001
W. Hartford, CT . . ..... 2,650 5,980 2,650 5980 467 2004
Waco, TX . .......... 180 4,500 180 4,500 295 2004
Wake Forest, NC. ... ... 200 3,003 1,742 200 4745 874 1998
Walterboro. SC. . ... ... 150 1,838 337 150 2,175 667 1999
Waterford, CT ........ 1,360 12,540 . 1,360 12,540 1,611 2002
Waxahachie, TX .. .. ... 154 1,430 154 1.430 416 1996
Westerville, OH .. .. ... 740 8,287 2,736 740 11,023 3,152 1998
Wichita Falls, TX . ... .. 470 3,010 470 3010 205 2004
Wilmington, NC . .. .. .. 210 2,991 210 2,991 651 1999
Winston-Salem, NC . . . .. 360 2,514 459 360 2,973 282 2003 .
Total Assisted Living

Facilities: . . ... cee 104,945 105,153 906,783 39,131 105,154 945,912 119,856

Skilled Nursing Facilities: a -
Agawam, MA, . . ... ... 880 16,112 2,133 880 18,246 2,076 2002
Akron, OH ....... ... 290 8,219 290 8,219 250 2005
Akron, OH .......... 630 7,535 630 7,535 106 2006
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Initial Cost to Company

Gross Amount at Which
Carried at Close of Period

Accumulated
Buildings,  Cost Capitalized Buildings,  Depreciation

' Intangibles &  Subsequent to Intangibles & and Year
Description Encumbrances Land Improvements  Acquisition Land : Improvements Amortization Acquired
Alliance, OH(6) .. ..... § 5055 § 270 $§ 7923 $ 270 $ 7723 $ 165 2006
Amarillo, TX. .. ...... - 540 7,260 540 7,260 319 2005
Arcadia, LA. .. ....... 240 5,460 240 5,460 126 2006
Atlanta, GA . . ........ 460 5.540 - 460 5,540 265 - 2005
Auburndale, FL .. ... ., 750 5,950 750 5.950 270 2005
Aurora,CO . ......... 2,600 5,906 2,600 5.906 132 2006
Baltic, OH(6) . . . ...... 4,145 50 8,709 50 8,709 185 2006
Baytown, TX . .. ...... 450 6,150 450 6,150 781 2002
Beachwood, OH . ... ... 1,260 23,478 1,260 23478 3,264 2001
Beattyville, KY. . .. .... 100 6,900 100 6,900 241 2005
Bemice, LA. . ., .. DN .16 1,017 16 1,017 69 2005
Birmingham, AL....... 3%0 4,902 390 4,902 542 2003
Birmingham, AL, ...... 340 5734 340 5,734 586 2003
Boise,ID ........... 810 5,401 310 5,401 1,542 1998 .
Boise, ID ... ........ 600 7,383 600 7,383 1,863 1998
Boonville, IN. . . ... ... 190 5,510 : 190 5,510 724 2002
Bountiful, UT. ... ..... 991 6,850 9%1 6,850 208 2005 -
Boynton Beach, FL . .. .. 980 8,112 980 8,112 578 2004
Braintree, MA . ... .... 170 7,157 $ 1,290 - 170 8,447 3,895 1997
Brundon, MS ... ... ... ‘115 9,549 115 . 9549 1,000 2003
Bridgewater, NJ .. ..... : 1,850 3,050 1,850 3,050 257 2004
Brighton, MA. ... ... .. 240 3.859 1,497 240 5,356 232 2005
Broadview Heights, OH . . : 920 12,400 920 12,400 1,729 2001
Bunnel, FL.......... 260 7.118 260 7.118 537 2004
Butler, AL........... %0 3510 90 3,510 282 2004
Byrdstown, TN., .. .... . 2414 2414 443 2004
Canton, MA. ......... 820 8,201 263 820 8464 1,126 2002
Carroflton, TX .. ...... 730 2,770 730 2,770 152 2005
Centerville, MA . ... ... 1,490 9,650 307 1,490 9,957 553 2004
Cheswick, PA. . . ... ... 384 6,041 1,293 384 7,334 1,805 1998
Clarksville, TN. .. ... .. . 480 5,020 480 5.020 65 2006
Clearwater, FL . .. . ., .. 160 7,218 160 7.218 493 2004
Clearwater, FL . . . . .., . . 1,260 2,740 1,260 2,740 162 2005
Cleveland, MS . . . .. ... 1,850 1.850 648 2003
Cleveland, TN , , ... ... 350 5,000 122 350 5,122 768 2001
Coeur d’Alene, ID. ., , .. 600 7878 600 7.878 1,969 1998
Colorado Springs. CO . .. . 310 6,290 310 6,290 294 2005
Columbia, TN . ....... 590 3,787 590 3,787 450 2003
Columbus, IN. . ....... ‘530 5,170 1,540 530 6,710 751 2002
Columbus, OH .. ...... 1,070 11,726 205 1,070 11,930 339 2005
Columbus, OH(6) ... ... 4,774 1,010 4,931 1,010 4,931 119 2006
Columbus, QH(6) . .. ... 10,699 1,860 16,624 1.860 16,624 363 2006
Corpus Christi, TX ... .. 307 443 307 443 55 . 2005
Corpus Christi, TX . .. .. 400 1916 - 400 1,916 86 2005
Dade City, FL ... ... .. 250 7.150 250 7,150 495 2004
Daytona Beach, FL. . . . .. “ 470 5,930 470 5,930 447 2004
Daytona Beach, FL .. . .. 490 5,710 490 5,710 446 2004
Daytona Beach, FL ., . .. . 1,850 2,650 1,850 2,650 162 2005
DeBary, FL . ... ... ... 440 7.460 T 440 7.460 514 2004
Dedham, MA . .. ... ... 1,790 12,936 1,790 12,936 1,768 2002
Defuniak Springs, FL . . . . 1,350 10,250 1,350 10,250 98 2006
Deland, FL.......... 220 7,080 220 7,080 492 2004
Denton, MD. ... .... .. 390 4,010 390 4,010 515 2003
Denver, CO ... .. PR . 2,530 9,514 2,530 9,514 281 2005
Douglasville, GA . ... .. . 1,350 7471 1,350 7471 830 2003
Easton, PA. ... ....... 285 6,315 285 6,315 2,745 1993
Eight Mile, AL. .. ..... 410 6,110 410 6,110 707 2003 .
ElPaso, TX.......... 539 8,961 539 £.961 - 397 2005
ElPaso, TX.......... - 642 3,958 642 3,958 210 2005
Elizabethton, TN. . .. ... 310 4,604 336 310 4,940 794 2001
Erin, TN............ 440 8,060 134 440 8,194 1,180 2001
Eugene, OR. .. ....... : : 300 5.316 300 5316 1,442 1998
Fairfield, AL . ........ ’ 530 9.134 530 9,134 962 2003
Fall River MA . .. ... .. 620 5,829 4,856 620 10,685 2,341 1996
Farmerville, LA ... .. .. 147 4,087 147 4,087 161 2005
Florence, AL . .. ...... 320 3,975 320 3,975 495 2003
Fort Myers, FL. .. ..... 636 6,026 636 6,026 2,197 1998
Fort Pierce, FL. . . ... ... 440 3,560 440 3.560 141 2005
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e * Initinl Cost to Company

Gross Amount at Which

Carried at Close of Period

R ST . Accumulated
PR Buildings, - .Cost Capitalized Buildings, . Depreciation

LT : r . “ Intangibles &, Subsequent to Intangibles & and Year
Description. , ..+ Encumbrances Land - Improvements . Acquisitlon - Land . Improvements Amortization Acquired
Gardnerville, NV. . .. ... - ' $ 182 % 1,718 $ 78§ 182 -§ 2503 $ 701 2004
Goshen, IN .. ..... ... 210 6,160 . v 210 6,160 82 2006
Graceville, FL ... ... .. 150 13,000 T 150 13,000 121 2006 .
Grand Prairie, TX . . . . .. i 574 3,426 . i 1574 3426 182 2005
Granite City, . . ... ... S 610 7,143 -.842 610 7,985 2,781 1998 .
Granite City, IL . ... ... 400 4,303 ~- 707 400 5010 1,700 1999 -
Greeneville, TN .. ..... s 400 8,290 A 400 8,290 663 2004
Hanover, IN. . ........ 210 4,430 - 210 4,430 325 2004
Hardin, IL . . .. .. e 50 5,350 135 50 5,485 1.506 2002
Harriman, TN. . ... . ... 590 8,060 158 590 8218 1,260 2001
Hercutaneum, MO . . .. .. 127 10,373 393 127 10,766 2,852 2002
Hilliard, FL., . . ... .. .. - 150 6,990 150 6,990 1,657 1999
Homestead, FL.. . ... ... 2,750 11,750 2,750 11,750 112 2006
Houston, TX ......... . . 600 2,700 . 600 2,700 150 2005
Houston, TX ......... 630 5970 - 750 630 6,720 811 2002
Huron, OH .. ........ 160 6,088 . 252 160 6,340 177 2005
Indianapolis,’IN . ...... - 255 2,473 - 255 2473 63 2006
Indianapolis, IN ....... 75 925 Yo 75 925 106 ,2004
Jackson, MS .. ....... i 410 1,814 410 1,814 234 2003
Jackson, MS ... ...... ' 4,400 . 4,400 1,540 2003
Jackson, MS .. ....... 2,150 " 2,150 753 2003
Jamestown, TN. ... .... . 6,707 - - 6,707 1,230 2004
Jefferson City, MO ... ... 2370 6730 . . - 301 370 7,031 1,852 2002
Jefferson, OH. . ... .... 80 9,120 - v 80 9,120 246 2006
Jonesboro, GA . . ... ... 840 1,921 R 840 1,921 260 2003
Kent, OH ~........... 215 3,367 . s 215 3,367 1,339 1989
Kissimmee, FL. . . 7. .. " 230 3,854 - .ot 230 3,854 273 2004
LaBelle, FL ... ... ... v 60 . 4,946 . 60 4,946 380 . 2004
Lake Placid, FL. .. ..... 150 - . 12850, . 150 12,850 910 2004
Lakeland, FL. .. .. ... .. 696 4,843 B 696 4,843 1,784 1998
Lee MA. .. ......... 290 18,135 7 926 290 19,061 2,440 2002
Littleton, MA . . . . ... .. 1,240 2910 P 1,240 2910 445 1996
Longview, TX ........ 293 1,707 293 1,707 105 2005
Longwood, FL . . . .:. .. 480 . 7.520 480 7,520 530 2004
Louvisville, KY ........ 490 10,010 e 490 10,010 530 . 2005
Louisville, KY . .. .. ... 430 1,135 163 - 430 7.298 1,085 2002
Louisville, KY .. 1. ... . 350 4,675 109 350 4,784 727 2002
Lowell MA.......... 370 7,450 370 7450 413 2004
Lufkin, TX -. . ... ... .. 416 1,184 > 416 1,184 106 2005 *
Manchester, NH . . ... .. . 340 4,360 ‘. 340 4,360 186 2005
Marianna, FL. ... ... .. 340 8,910 : . 340 8910 83 2006
McComb, MS. ... . .... < 120 5,786 . 120 5,786 592 2003 -
Memphis, TN, . .. ..... 970 4,246 970 4,246 506 2003 -
Memphis, TN. . .. ... .. 480 5,656 ). 480 5,656 624 2003
Memphis, TN. . ... .. .. 940 5,963 940 5,963 545 2004
Memillville, IN. . . . . ... 643 7,084 3,526 643 10,610 3,045 1997
Mesa, AZ ... ........ 940 2,579 940 2,579 117 2005
Midwest City, OK . . . . .. 470 5,673 e -+ 470 5673 1,898 1998
Midwest City, OK . . . ... 484 5516 o 484 5516 256 2005
Millbury, MA.. ... ... .. . - 930 4,570 930 4,570 399 2004
Mobile, AL . .. ....... 440 3,625 . 440 3,625 437 2003
Monicagle, TN, . ... ... “ - - 310 3,318 Y 310 3318 367 2003
Monterey, TN. .. ... ... 4,195 T 4,195 769 2004
Monticello, FL . . . ... .. 140 4,471 140 4,471 354 2004
Morgantown, KY. ... ... 380 ., 3,705 L 380 3,708 387 2003
Moss Point; MS . .. .. .. 120 7.280 e 120 7,280 524 2004
Mountain City, TN .. ... 220 5,896 661 220 6,556 1,579 2001
Naples, FL* ... ....... 550 5450 . 550 5450 35 2004 .
Natchitoches, LA . ... .. - 190 4,096 190 4,096 153 2005
Needham, MA . . . ... .. 1,610 13,715 365 1,610 14,081 1,969 2002
New Haven, CT ... .... 160 - 4,778 - 160 4,778 11 2006
New Haven, IN. . . ... .. 176 3524 176 3,524 270 2004
New Port Richey, FL:. . . . © 624 7.307 7 624 7307 2,644 1998
North Miami, FL.. . ... .. 430 3918 -~ 430 3918 379 2004
North Miami, FL. .. .. .. 440 4,830 . 440 4,830 382 2004
Norwalk, CT . ........ . 410 2,118 1,782 410 3,900 210 2004
Oklahoma City, OK-. . . .. T 473 10,729 B 473 10,729 136 - 2006
Ormond Beach, FL . .. .. 2,739 74 2,812 651 2002
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Year
Built

1975
1971
1980
1978
1974
1975
1977
1919
1984
1997
1973
1981
1982
1951
1999

+1984

1958
1987
1972

. 1982

1980
1977
1986
1965
1933
1976
1968
1965
1994
1958
1981
1984
1968
1963
1971
1979
1983




Description
Overland Park, KS. . . ...

Owensboro, KY . ......

Owensboro, KY .. .....
Owenton, KY . . . ... ...
Panama City, FL. . . . . _ .
Payson, AZ . . .. ... ...
Pigeon Forge, TN .. .. ..
Plano, TX . . .........
‘Pleasant Grove, AL . . ...
Plymouth, MA ... ... ..
Port St. Joe, FL . ... ...
Prospect, CT . ... .. ...
Pueblo, CO .. ... .....
Pueble, CO .. ........
Quiney, FL . . ........
Quitman, MS . . .. .....

Rockwood. TN. ... .. ..
Rogersville, TN . ... ...
Royal Palm Beach, FL . . .
Ruteville, MS, , . ... ...
Ruston, LA ., ,.......
San Antonio, TX.......
Sandwich, MA . ... ....

Seville, OH . .. .. .....
Shelby, MS . ... ... ...
Shelbyville, KY ... ....
South Boston, MA. . . ...

Southbridge, MA. . ... ..
Spring City, TN . . ... ..
St. Louis, MO .. . .. ...
Starke, FL. . . .. ... ...
Stwart, FL . ..........
Swanton, OH .. .......
Tampa, FL. . . . .. I
Torrington, CT . ... ....
Troy, OH ...........
Tucson, AZ . .........
Tupelo, MS ... ... ....
Uhrichsville, OH. . . . . ..
Venice, FL. .. .. ... ...

Waterbury, CT ... .. ...
Webster, MA . ... ... ..
Webster, MA .. ... .. ..
Webster, TX .........
West Haven, CT . ... ...
West Palm Beach, FL., ., .,
West Worthington, OH ., . |
Westlake, OH. . . . ... ..
Westlake, OH. . . . ... ..
Westmoreland, TN. . . . ..
White Hall, IL . . ... ...
Whitemarsh, PA . . ... ..
Williamstown, KY . . . ...
Winnfield, LA .. ......

Initial Cost to Company

Gross Amount at Which
Carried at Close of Period
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- Accumulated
Buildings, . Cost Capitalized Buildings,  Depreciation
Intangibles & - Subsequent to Intangibles & and Year
Encumbrances Land- Improvements  Acquisition Land  Improvements Amortization Acquired
$ LI20 §  g360 $ 1,120 $§ 8360 § 252 2005
240 6,760 240 6,760 345 2005
225 13,275 225 13,275 582 2005
100 2,400 100 2,400 129 2005
300 9,200 300 9,200 653 2004
180 3,988 80 3,988 1,145 1998
© 320 4,180 117 320 4,297 689 2001
1,305 9,095 ' 1,305 9,095 412 2005
480 4,429 480 4,429 529 2003
440 6,220 440 6,220 361 2004
370 2,055 370 2,055 27 2004
820 1,441 2,118 820 3,559 151 2004
370 6,051 oL 370 6,051 1,701 .1998
250 9,391 - 250 9,391 289 2005
200 5333 200 5,333 425 2004
60 10,340 60 10,340 701 2004
200 1,575 200 1,575 169 2003
1,210 2,889 . 1,210 2,889 434 2003
300 5,700 - 97 ' 300 5,797 856 2001
30 4,174 o 30 4,174 150 2005
675 11,847 1,899 675 13,746 1,552 2002
360 4,117 360 4,117 815 2001
500 7,116 2741 500 7,857 1,205 2001
350 3,278 i 350 3,278 363 2003
980 8,320 980 8,320 604 2004
0 50 50 18 2003
130 9,403 130 9,403 300 2005~
560 7.315 : - 560 7315 936 2002
1,140 11,190 136 1,140 11,326 634 2004
560 8,474 - 560 8,474 1,685 1999
600 3,400 - * v 600 3,400 244 2004
1,740 10,640 1,740 10,640 297 2005
230 1,770 - 230 1,770 105 2005
60 5,340 . 60 5,340 373 2004
630 3,870 - 630 3,870 172 2005
3gs’ 2,002 5218 385 7,220 1,666 1995.
430 5,628 430 5,628 486 2004
890 8,110 762 890 8,872 671 2004
-420 6,085 ‘2,579 420 8.664 1,232 2001
750 6,030 750 6,030 740 1995
120 10,180 120 10,180 n7 2004
390 8,110 390 8,110 566 2004
“330 6,370 330 6,370 388 2004
830 6,370 830 6,370 554 2004
360 1,261 ¢ 624 360 1,885 112 2004
470 16,730 470 16,730 980 2004
930 13,399 930 13,399 385 2005
+ 740 T 4,002 740 4,092 478 2003
- 24 6,716 ' - 24 6,716 159 . 2006
500 6,000 L © 500 6,000 319 2004
660 9,040 1.461- 660 10.501 3,650 1998
875 13,313 1,701 875 12,014 1.450 2002
240 3,810 240 3810 180 2005
v370 2,166 370 2,166 5 2006
234 3,580 713 500 4,026 2,186 1995
70 5917 70 5917 3,050 1995
360 '5,940 360 5,940 757 2002
580 1,620 1,034 580 2,654 138 2004
696 8,037 696 8,037 3,293 1998
510 5000 510 5,090 135 2006
1,330 “17,926 + 1,330 17,926 2,532 200t
571 5411 ' 571 5,411 1,464 1998
330 1,822 2,635 330 4,456 669 2001
50 5.550 670 TS50 6,220 1,658 2002
2,310 6,190 2,310 6,190 327 2005
70 6,430 70 6,430 285 2005
3 6,480 3l 6,480 217 2005




‘ Description

Woodbridge, VA . . . ... .
Worcester, MA. .. .....
Worcester, MA . . . ... ..

Total Skilled Nursing
Facilities: .........
Independent Living /
CCRC Facilities:
Amelia Island, FL . . . . ..
Anderson, SC...." .. ..

Auvrora, CO .. ........

Initlal Cost to Company

Gross Amount at Which
Carried at Close of Period

Austin, TX ..........

Columbia, SC
Denver, CO .

Douglasville, GA ... ...

Fremont, CA

Gardnerville, NV. .. . ...

Gilroy, CA

Houston, TX

Indianapolis, IN
Lauderhill, FL

Manteca, CA ... ......

Marysville, WA
Mesa, AZ . ...
Mount Airy, NC

Naples, FL ... .......

QOssining, NY

Pawleys Island, SC ... ..

Raytown, MO
Rohnert Park,
Roswell, GA
Sonoma, CA

CA......

Spartanburg, SC
Terre Haute, IN

Vallejo, CA . .........
Wichita, KS. . . .......
Winston-Salem, NC . . . ..

Total Independent Living
{ CCRC Facllities:, . . .
Specialty Care Facilities:
Amarillo, TX . . . ... ...
Bellaire, TX. .. . ... ...
Braintree, MA . . ... ...
Chicago, IL . . . ... ....

Corpus Christi, TX

El Paso, TX .
Lafayeue, LA

Midwest City, OK
New Albany, OH
Plano, TX . .. .
Springfield, MA
Stoughton, MA

Tulsa, QK

Total Speclalty Care
Facilities: . ........

Medical Office Buildings:

Arcadia, CA(T}. . ... ...

Atlanta, GA

Aurora, IL

Austell, GA(T) ... .... R
Bellaire, TX. ... ... ...
Birmingham, AL. . .....

Accumulated
Buildings,  Cost Capitalized Buildings, Depreciation
. Intangibles &  Subsequent to Intangibles & and Yenr
Encumbrences Land [Improvementss  Acquisition Land  Improvements Amortization Acquired
$§ 680 § 4423 $ 680 § 4423 $ 590 2002
1,053 2,265 $ 268 1,053 2,533 1,580 1997
1,100 5,400 2,497 1,100 7.897 516 2004 -
$ 24,673 111,169 1,298,352 51,175 111,435 1,349,258 158,686
3,200 24,310 1,342 3,290 25,652 632 2005
710 6,290 T 6.290 589 2003
‘ 2,059 14,914 2,059 14,914 4919 1997
. 1,379 : 1,379 : 2006
830 9,520 _ B30 9,520 2,149 1999
2,120 4,860 2,185 2,120 7,045 601 2003
3,650 14,906 ‘ 3,650 14,906 98 2006
" 90 o217 90 217 25 2003
3,400 25,300 3,400 25,300 668 2005
1,144 10,830 1,144 10,830 4,170 1998
760 13,880 760 13,380 30 2006
4,791 7,100 4,791 ' 7,100 924 2003
495 ‘6,287 495 6,287 110 2006
1,836 25,216 1.836 25,216 1,017 2005
1,300 12,125 1,300 12,125 329 2005
620 4,780 620 4,780 407 2003
' 950 9,087 . 950 9,087 1.584 19599
i 270 6,430 270 6,430 170 2005
! 1.716 17,306 1,716 17,306 8,070 1997
1510 9,490 . 1,510 9,490 1,238 2002
- 1,010 32,590 670 1,010 33,260 844 2005
510 5,490 510 5,490 2006
6.500 18,700 6,500 18,700 500 2005
1.107 9,627 1,107 9,627 3,787 1997
1,100 18,400 1,100 18,400 489 2005
3,350 15,750 3,350 15,750 410 2005
175 3,499 3,806 175 7,305 1,870 1999
550 14,740 ‘ 550 14,740 1,674 2002
670 6,780 670 6,780 952 2002
900 17,100 ! 500 17,100 457 2005
4000 18,000 4,000 18,000 479 2005
1,400 11,000 1,400 11,000 2006
2,850 13,550 175 2,850 13,725 368 2005
. .0 57,092 408,074 8,178 57.092 416,252 39,560
n 11,928 72 11,928 467 2005
3,740 36,966 3,828 3,740 40,793 53 2006
300 13,781 300 13,781 4,103 2005
3,650 1,505 11,054 3,650 18,559 3,333 2002
77 3,923 77 1,923 178 2005
112 15,888 112 15,888 616 2005
1,383 6,644 1,674 1,383 8318 15 2006
146 3,854 146 3,854 171 2005
3,020 27,445 3.020 27,445 2,025 2002
195 14,805 195 14,805 574 2005
2,100 22,913 160 2,100 23,073 7,202 2005
975 25,247 975 25,247 8,048 2005
1,954 3,809 1,988 1,954 5,798 13 2006
1,262 8.575 2,444 1,262 11,019 19 2006
.0 18,986 203,283 21,148 18,986 224,431 21,717
10,830 4,796 27,567 2416 4,796 29,983 31 2006
10,760 12,774 3,311 10,790 16,056 30 2006
482 7,859 1,021 482 8,880 13 2006
1,740 1,177 1,062 1,740 2,239 5 2006
4,551 2,704 5,197 3,341 2,704 8,538 23 2006 °
3,657 27,672 3,547 3,657 31,219 44 2006
7,178 2,127 9,305 13 2006
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Year
Built

1977
1961
1962

1998
1986
1999

1998
2000
1987
1985
1988
1999
2006
1974
1981
1976
1988
1998

1998
1999
1967
1998

1988
1999
1988
1998
1999
1991
1998
1988
1988
1997
1997

1986
2005
1918
1979
1968

1993
1996
2003
1995
1952
1958
1992
1991

1984
1992
1996
1989
1999
2005
1971




Initial Cost to Company

Gross Amount at Which

Carried at Close of Period

. Accumaolated
Buildings,  Cost Capitalized Buildings,  Depreciation

: Intangibles &  Subsequent to - Intangibles & and Year
Description Epcumbrances Land Improvements  Acquisition Land Improvements Amortization Acquired
Birmingham, AL. . ..... $§ 3070 $ 1,905 § 9975 s 13 2006
Birmingham, AL. . .. ... 15,278 3,393 18,672 - 27 2006
Boca Raton, FL(7}. . . . .. § 14,729 23,852 2,760 26,612 35 2006
Boynton Beach, FL(7) . . . 4910 S 1,446 6,034 1,400 $ 14467 7434 ° 11 2006
Boynton Beach, FL(7) . .. 4,404 1,451 6,425 1,096 1,451 . 1,521 10 2006
Charlotte, NC. . . ... ... 641 7.881 1,037 641 ' 8,918 12 2006
Coral Springs, FL. .. .. .. 1,246 7949 1,928 1,246 9.877 18 2006
Dallas, TX(7). . . ... ... 16571 29,208 5,401 34,608 58 2006
Decatur, GA . ........ 508 974 979 508 1,953 6 2006
Delray Beach, FL(7) . ... 14,552 21,449 11,986 ) 33436 46 2006
Durham, NC(7). .. .. ... 6.812 4,322 15,702 4510 L4322 .20,213 31 2006
Edinburg, TX(T) . ... ... 6,392 337 13,375 649 337 14,023 15 2006
ElPaso, TX.......... 897 2,336 603 897 2,939 ‘ 5 2006
El Paso, TX(7) . . ... ... 11,088 21,915 2,867 24,782 28 2006
Fayetteville, GA(7) ... .. 3531 - 522 6,238 905 522 7,143 10 2006
Germantown, TN ... ... ’ 1,962 9,289 1,790 1,962 11,079 16 2006
Jupiter, FL{7) . . . .. .. .. 7,740 1,676 9,345 1,621 1,676 10,966 16 2006
Lakewood, CA .. ... ... 10,964 901 15,865 12 2006
Las Vegas, NV(T) .. .. .. 4,789 2,052 9,378 906 2,052 10,283 11 2006
Las Vegas, NV(7) .. .. .. - 8,505 5730 47,861 4,761 5,730 52,622 65 2006
Lawrenceville, GA. . . . .. L 1,274 8,140 1,585 1,274 9,725 14 2006
Lawrenceville, GA(7). . . . 2,511 603 3,862 750 603 4,612 7 2006
Lewisville, TX . .. ... .. 8,133 914 9,047 12 2006 |
Los Gatos, CA ... ..... 14,512 5015 19,528 26 2006
Loxahatchee, FL(7) . . . .. 3,519 1,675 5171 804 1,675 5975 7 2006
Loxahatchee, FL(7) . . . . . 2,388 1,240 3,954 639 1,240 4,594 6 2006
Loxahatchee, FL. . ... . . 3,899 697 4,596 6 2006
Middletown, NY . . .. ... 13,156 7,759 20,915 42 2006
Nashville, TN. . . ... ... . 1,505 5,469 1.218 1,505 6,687 11 2006
North Las Vegas, NV(7} . . 6,491 10,696 1,689 . 12,385 18 2006
Ocala, FL . .......... 1,708 4,095 1,044 1,708 5,139 9 2006
Palm Bay, FL(7) . . ... .. 2,063 1,026 2,322 1,554 1,026 3.876 10 2006
Palm Springs, CA . . .. .. o 9,870 1,384 . 11,254 14 2006
Palm Springs, FL ... ... 832 5474 1112 840 6,578 10 2006
Palm Springs, FL(7). . . . . 2,960 684 3,115 610 684 3,724 6 2006
Pearland, TX(7) ....... 2,547 458 4,309 752 458 - 5,060 7 2006
Pearland, TX(7) ... . ... 1,732 1,542 3,408 694 1,542 4,102 6 2006
Pelham, AL . . .. ... ... 688 2412 583 688 2,995 5 2006
Phoenix, AZ(7). . ... ... 31,380 38,216 9.917 48,133 17 2006
Plan}_mion. FL(7). .. .... 10,503 7,892 5,666 2,226 7,892 8,892 17 2006
Plantation, FL(7). . . .. .. 8.807 7.860 3,500 4,559 7.860 8,058 29 2006
Reno, NV(?) . ........ 8,600 921 16,489 2,465 921 18,955 28 2006
Sacramento, CA(7) . ..., - 5230 9,015 3,552 12,566 15 2006 -
San Antonio, TX(7). . ... 6,881 1,320 11,395 3,558 1,320 14,954 - 28 2006
Suwanee, GA. ... ..... 1,127 5,116 1,044 1,127 6,160 9 2006
Suwanee, GA. .. ...... - 967 4,746 1,115 967 5,860 9 2006
Suwanee, GA .. ....... | 643 4,423 609 643 5,032 6 2006
Tomball, TX(?). .. ... .. 3,116 766 8,167 1,335 766 8,503 12 2006
Trussville, AL ........ 759 1,495 990 759 2,485 6 2006
Union City, TN. . ... ... 1,005 11,799 1,409 1,005 13,208 17 2006
Voorhees, NJ . .. ...... 6,582 19,482 3513 9,582 22,995 34 2006 -
Wellington, FL(7) . .. ... 7,574 12,960 1,417 14,377 16 2006
West Palm Beach, FL(7) . . 6,498 10,185 4,068 14,254 17 2006
West Palm Beach, FL(7) . . 7,838 10,373 3,247 13,621 24 2006
West Palm Beach, FL(7) . . 7,240 11,034 2,305 13,339 20 2006
Yorkville, IL .. ....... 982 2,146 823 982 2,969 5 2006
Total Medical Office

Buildings: . ........ 248,782 93,988 662,151 145,178 94,026 807,294 1,188
Construction in

Progress:. ......... 138,222 138,222

378,400 386,388 3,607,249 264,810 386,593 3,881,369 347,004

Assets Held for Sale .
Litchfield, CT. . .. .. ... . 660 9,652 283 660 9,934 4379 1997
Middletown, OH . _ . . . .. 800 3,700 800 3,700 264 2004
Newark, OH ......... 410 5,711 409 410 6,120 - 2,185 7 1998
‘Total Assets Held for Sale

.. 0 1,870 19,063 692 1,870 19,754 6,828
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2000
1987




t ' Gross Amount at Which
Carrled nt Close of Period

. N - Initial Cost to Company . - Accumulated
! . Buildings,  Cost Capitalized Bulldings, Depreciation
- . Intangibles &  Subsequent te Intangibles & and Year  Year
Description - . Encumbrances Land Improvements  Acquisition Land Improvements Amortization Acquired Built
Total Investment in Real e e -
‘Property Owned . . . . . $378400  $188,258 $3,635928  $265,502 $388,563 $3,901,123  $353,832 .7

(1) In June 2003, three wholly-owned subsidiaries of the Company completed the acquisitions of three assisted living facilities from Emeritus
Corporation. The properties were subject to existing morigage debt of $13,981,000, The three wholly-owned subsidiaries are included in the
Company’s consolidated financial statements. Notwithstanding consolidation for financial stalement purposes, it is the Company's intention
that the subsidiaries be separate legal entities wherein the assets and Habilities are not.available to pay other debis or obligations of the
consolidated Company, ' '

(2) In September 2003, four whdly-owned subsidiaries of the Company completed the acquisitions of four assisted lwmg facmues from
Emeritus Corporation. The properties were subject to existing morngage debt of $24,291,000. The four wholly-owned subsidiaries are
included in the Company’s consolidated financial statements. Notwithstanding consolidation for financial statement purposes, it is the
Company's intention that the subsidiaries be separate legal entities wherein the assets and liabilities are not available to pay other debts or
obligations of the consolidated Company.

(3). In September 2003, 17 wholly-owned subsidiaries of the Company completed the acquisitions of 17 assisted living facilities from Southern
Assisted Living, Inc. The properties were subject to existing mortgage debt of $59,471,000. The 17 whol]y-owned subsidiaries are included
in the Company's consolidated financial statements. Notwithstanding consolidation for financial statément purposes, it is the Company's
intention that the subsidiaries be sepafaté legal entities wherein the assets and liabilities are not avaitable to pay other debts or obligations of
the consclidated Company. :

. (4) In September 2005, one wholly-owned subsidiary of the Company completed the acquisition of one assisted hiving facility from Emeritus
Corporauon The property was subject to existing mortgage debt of $6,705,000. The wholly-owned subsidiary is included in the Company's

- - consolidated financial statements. Notivithstanding consolidation for financial statement purposes, it is the Company's intention that the

" subsidiary be a separate legal entity wherein the assets and liabilities are not available to pay other debts or ebligations of lhe consolldated
Company. ‘ :

(5) ‘In January 2005, one wholly-ownéd "subsidiary of the Company completed the acquisition of one assisted living facility from Emeéritus
Corporation. The property was subject to existing mortgage debt of $7,875,000. The wholly-owned subsnchary is included in the Company's
consolidated financial statements. Notwithstanding consolidation for financial statement purposes, it is the Company’s intention that the

¢ subsidiary be a separatc legal entity wherein the assets and liabilities are not available to pay other debis or obligations of the consotidated
Company.

(6} In March 2006, four wholly-owned subsidiaries of lhc Company completed the acquisition of four skilled nursing facilities from Provider
Services, Inc. The properties were subject to existing mortgage debt of $25,049,000. The wholly-owncd subsndlancs are included in the
Company's consolidated financial statcments. Notwithstanding consalidation for finanicial statérhent purposes, itis the Company’s intention
that the subsidiaries be separate Iegal entities wherein the assets and liabilities are not available to pay other dcbts or obligations of the
consolidated Company

{7 In Decefnber 2006, the Company completed lhe acquisition of Windrose Medical Properties Trust. Certain of thc propemes were subject 10
existing mortgage debt of $248,844,000 (principal only). Notwithstanding consolidation for financial statement purposes, it is the
Company’s intention that the subsidiaries related to the aforementioned properties be separate legal entities wherein the assets and
liabilities are not available to pay other debts or obligations of the consolidated Company. .
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HEALTH CARE REIT, INC,

Year Ended December 31,
2006 2005 2004
{In thousands)

Investment in real estate:

Balance at beginning of-year . . .. .. PP ... $2,936800 $2.409963  $1,893977

Additions:

" Acquisitions ... ........... e S oo 1,239,289 568,660 504,336
[MProvements . . . . :. ... .t orore e, 169,811 31,422 33,538
Conversions from loans receivable . ... ....... S 11,204 3,908 . 8,500
Deferred acquisition payments . . ...................... 2,000 18,125
Assumed debt ... ... ... i, 25,049 22,309 14,555

Total additions . . ... P e 1,447,353 644,424 560,929

Deductions: .
Costofreal estate sold .. . ....... ... .. ... .. ....... . {94,466) 115,179y - (44,629)
Reclassification of accumulated depreciation for assets held

forsale ... (6,829) (2,408) _
Impairment of assets . .' ............................. ‘ (314)
Total deductions .. .......... PRI e (101,295) (117,587) {44,.943)
Balance at-end of year{l}-.................. e e $4,282,858  $2,936,800  $2,409,963
Accumulated depreciation: ’

Balance at beginning' ofyear .......... . ... .. ol $ 274,875 $ 219,536 $ 152,440

Additions: ' ' : SR
Depreciation and amortization expensés ................. 97,638 84,828 74,015

Deductions:

Sale of properties ... ...... . ... ... .l (18,677) (27,081) (6,919)
Reclassification of accumulated depreciation for assets held
forsale .......... e e e e (6,829) (2,408)
Balance atend of year. . .. ...... ... ... . .. ... $ 347,007 $ 274,875 $ 219,536

(1)} The aggregate cost for tax purposes for real property equals $4,049,675,000, $2,389,ﬁ66,000 and $2,411,323,000 at December 31, 2006,
2005 and 2004, respectively.
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HEALTH CARE REIT, INC.

SCHEDULE IV — MORTGAGE LOANS ON REAL ESTATE
December 31, 2006

(In thousands)
' Principal Amount
. : of Loans Subject
Final Carrying to Delinquent
Interest Maturity Periodic Payment  Prior Face Amount Amount of Principal or
Description Rate Date Terms Llens of Martgages Mortgages Interest
Two skilled nursing facilities in =~ 9.89% 0930120 Monthly Payments $ 34000 § 33894 None
Florida ' $306,326
Chicago, IL 16.48% 6/30/07 Monthly Payments 20,355 18,330 None
(Specialty care facility) . $234,525 AL ‘
Lauderhiil, FL - 11.50% 09/01/12 Monthly Payments 2,700 - 12453, None
{Skilled nursing facility) ‘ 3128975 ) .
Four assisted living faciliies  8.96% 08/01/08 Monthly Paymenis 15,965 11,047 None
*in Ohio . :
- and Pennsylvania . $82,480
Six skilled nursing facilities 5.75% 06/30/18 Monthly Payments 11,000 11,000 None
in Ninois and Missouri . : . $52,708 .o :
26 skilled nursing facilities 13.69% 03/31110 Monthly Payments 11,143 9,252 None
and three . .
assisted living facilities in . . $275.000
Florida,
Pennsyivania, South
Carolina,
Tennessee and Kentucky
Sun Valley, CA 9.63% 05/01/08 Monthly Payments 18,800 1472 None
{Specialty care facility) $91,547
Bala, PA 11.50% 07/01/08 Monthly Payments 7,400 7,145 None
(Skilled nursing facility) . $68.470
Plymouth, MA 19.26% 09/09/09 Monthly Payments 6,173 6,175 None
{Independent living $52,179
facility)
Boalsburg, PA 19.00% 06/01/07 Monthly Payments 5,938 5,350 None
(Independent living $35,666
facility)
28 mortgage loans relating to From From Monthly Payments 62,072 35,497 None
19 skilled nursing 3.9% to 06/01/07 from $45
facilities, 63 19.26% 07/01/20 to $99,787
assisted living facilities,
12 independent living
facilities and 2
specialty care facilities
Totals. . ............ $205548  $177,615 0
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HEALTH CARE REIT, INC.

Year Ended December 31,

o ' o 2006 2005 2004
(In thousands)
Reconciliation of mortgage loans:
" Balance at beginning of YEar. . .. ......vuurrn e, $141,467  $155266  $164,139
Additions: . C.
New mortgage loans . ... .. ...... e S 87,563 36,055 30,057
' ) ' 229,030 191,321 194,196
Deductions: . . ‘ . '
Collections of principal(l)............... e 40,155 45,946 20,197
Conversions 10 real Property . ... ... . ... eeernneranin. - 11,204 3,908 - 8,500
Charge-offs. . . ...ttt 56 '
Other(2) . . .ottt e e e 10,233
51,415 49,854 - 38,930
Balance at end of Vear .. ............ U P $177,6i5 8141467 . $155,266

(1) Includes collection of negative principal amortization.

(2) Includes mortgage loans that were reclassified to working ca[',)ital loans during the periods indicated.
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.EXHIBIT INDEX

Agreemem and Plan of Merger, dated as of September 12, 2006 by and among "Health Care REIT, Inc.,
Heat Merger Sub, LLC, Heat OP Merger Sub, L.P, Windrose Medical Properties Trust and Wmdrose
Medical Properties, L.P. (filed with the Commission as Exhibit 2.1 to the Company’ s Form 8-K filed
September 15, 2006, and incorporated herein by reference thereto).

Amendment No. 1 to Agreement and Plan of Merger, dated as of October 12, 2006, by and among Health
Care REIT, Inc., Heat Merger Sub, LLC, Heat OP Merger Sub, L.P., Windrose Medical Properties Trust and

* Windrose Medical Propemes L.P. (filed with the Commission as Exhibit 2.1 to the Company’s Form 8-K

filed October 13, 2006, and incorporated herein by reference thereto)

Second Restated Certificate of Incorporation of the Company {filed with the Commission as Exhibit 3.1 to
the Company’s Form 10-K filed March 20, 2000, ancl incorporated herein by reference thereto).

Certlﬁcate of Desngnauon Preferences and Rights of Junior Pamcnpatmg Preferred Stock, Series A, of the
Company (filed with the Commission as Exhibit 3.1 to the Company’s Form 10-K filed March 20, 2000,
and incorporated herein by reference thereto).

, Certificate of Amendment of Second Restated Certificate of Incorporatlon of the Company (filed with the
Commission as Exhibit 3.1 to the Company’s Form 10-K filed March 20 2000, and incorporated herein by
reference thereto). "

_ Certificate of Amendment of Second Restated Certificate of Incorporatlon of the Company (ftled with the
" Commission as Exhibit 3.1 to the Company’s Form 8-K filed June 13,-2003, and incorporated herein by

__reference thereto).

Centificate of Designation of 7%% Series D Cumulative Redeemable Preferred Stock of the Company (filed
.. with the Commission as Exhibit 2.5 to the Company's Form 8- AIA filed July B, 2003 .and mcorporated
~ herein by reference thereto). .

" Certificate of Designation of 6% Series E Cumulative Convertlble and Redecmable Preferred Stock of the
Company (filed with the Commission as Exhibit 3.1 to the Company s Form 8-K filed October 1, 2003 and
incorporated herein by reference thereto). o

Certificate of Designation of 7%% Series F Cumulative Redeemnable Preferred Stock of the Company (filed
* with the Commission as Exhibit 2.5 to the Company’s Form 8-A filed September 10, 2004, and
incorporated herein by reference thereto).

* Certificate of Designation of 7.5% Series G.Cumulative Convertible Preferred Stock of the Company (filed

¢ with the Commission as Exhibit 3.1 to the Company’s Form 8-K filed December 20, 2006, and incorporated
* herein by reference thereto).

Amended and Restated By-Laws of the Company (filed with the Commnsswn as Exhibit 3.1 to the
Company’s Form 8-K filed September 8, 2004, and incorporated herein by reference thereto).

The Company, by signing this Report, agrees to furnish the Securities and Exchange Commission upon its
request a copy of any instrument that defines the rights of holders of long-term debt of the Company and
authorizes a total amount of securities not in excess of 10% of the total assets of the Company.
Indenture dated as of April 17, 1997 between the Company and Fifth Third Bank (filed with the
Commission as Exhibit 4.1 to the Company’s Form 8-K filed April 21, 1997; and incorporated herein
by reference thereto).

First Supplemental Indenture, dated as of April 17, 1997, to Indenture dated ¢ as of April 17, 1997, between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4. 2 to the Company'’s Form 8-K
_ filed April 21, 1997, and incorporated herein by reference thereto).

Second Supplemental Indenture, dated as of March 13, 1998, to Indenture dated as of Apnl 17, 1997,
between the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company’s
Form 8-K filed March 11, 1998, and incorporated herein by reference thereto).

Third Supplemental Indenture, dated as of March 18,1999, to Indenture dated as of April 17, 1997, between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company’s Fonn 8-K
" filed March 17, 1999, and incorporated herein by reference thereto).

Fourth Supplemental Indenture, dated as of August 10, 2001, to Indenture dated as of April 17, 1997,
between the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.2 to the Company’s
* Form 8-K filed August 9, 2001, and incorporated herein by reference thereto).
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Supplemental Indenture No. 5, dated September 10, 2003, to Indenture dated as of April 17, 1997; between
the Company and Fifth Third Bank (filed with the Commission as Exhibit 4.1 to the Company s Form 8 K
filed September 24, 2003, and incorporated herein by reference thereto).

Amendment No. 1, dated September 16, 2003, to Supplementat Indenture No. 5, dated September 10, 2003,
to Indenture dated as of April 17, 1997, between the Company and Fifth Third Bank (filed with the
Commission as Exhibit 4.3 to the Company’s Form 8-K filed September 24, 2003, and incorporated herein
by reference thereto).

Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and Fifth Third
Bank (filed with the Commission as Exhibit 4.1 to the Company’s Form 8-K filed September 9, 2002, and
incorporated herein by reference thereto).

Supplemental Indenture No. 1, dated as of September 6, 2002, to Indenture for Senior Debt Securities, dated
as of September 6, 2002, between the Company and Fifth Third Bank (filed with the Commission as
Exhibit 4.2 to the Company’s Form 8 K filed September 9, 2002, and mcorporated herein by reference
thereto).

Amendment No. 1, dated March 12, 2003, to Supplemental Indenture No. 1, dated as of September 6, 2002,

- to Indenture for Senior Debt Securities, dated as of September 6, 2002, beétween the Company and Fifth

Third Bank (filed with the Commission as Exhibit 4.1 to the Company’s Form 8-K ﬁled March 14 2003,
and incorporated herein by reference thereto).

Supplemental Indenture No. 2, dated as of September 10, 2003, to Indenture for Senior Debt Securities,
dated as of September 6, 2002, between the Company and Fifth Third Bank (filed with the Commission as
Exhibit 4.2 to the Company 5 Form 8-K filed September 24, 2003, and incorporated herein by referenee
thereto).

Amendment No. 1, dated September 16, 2003, to Supplemental Indenture No. 2, dated as of September 10,
2003, to Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and

- Fifth Third Bank (filed with the Commission as Exhibit 4.4 to the Company’s Form 8-K filed September 24,

2003, and incorporated herein by reference thereto).

Supplemental Indenture No. 3, dated as of October 29, 2003, to Indenture for Senior Debt Securities, dated
as of September 6, 2002, between the Company and Fifth Third Bank (filed with the Commission as
Exhibit 4.1 1o the Company’s Form 8-K filed October 30, 2003, and incorporated herein by reference
thereto).

Amendment No. 1, dated September 13, 2004, to Supplemental Indenture No. 3, dated as of October 29,
2003, to Indenture for Senior Debt Securities, dated as of September 6, 2002, between the Company and
The Bank of New York Trust Company, N.A., as successor to Fifth Third Bank (filed with the Commission
as Exhibit 4.1 to the Company’s Form 8-K filed September 13, 2004, and incorporated herein by reference
thereto).

.Supplemental Indenture No. 4, clated as of April 27, 2005, to Indenture for Senior Debt Securities, dated as

of September 6, 2002, between the Company and The Bank of New York Trust Company, N.A. (filed with
the Commission as Exhibit 4.1 to the Company’s Form 8-K filed April 28, 2005, and incorporated herein by
reference thereto).

Supplemental Indenture No. 5, dated as of November 30, 2005, to Indenture for Senior Debt Securities,
dated as of September 6, 2002, between the Company and The Bank of New York Trust Company, N.A.
(filed with the Commission as Exhibit 4.1 to the Company’s Form 8-K filed November 30, 2005, and
incorporated herein by reference thereto). _

Indenture, dated as of November 20, 2006, between the Company and The Bank of New York Trust
Company, N.A. (filed with the Commission as Exhibit 4.1 to the Company's Form 8-K filed November 20,
2006, and incorporated herein by reference thereto). '
Supplemental Indenture No. 1, dated as of November 20, 2006, between the Company and The Bank of
New York Trust Company, N.A. (filed with the Commission as Exhibit 4.2 to the Company's Form 8-K
filed November 20, 2006, and incorporated herein by reference thereto).

Form of Indenture for Senior Subordinated Debt Securities (filed with the Commission as Exhibit 4.9 to the
Company’s Form S-3 (File No. 333- 73936) filed November 21, 2001, and incorporated herein by reference
thereto).

Form of lndenture for Junior Subordinated Debt Securities (filed with the Commission as Exhibit 4.10 to
the Company’s Form S-3 (File No. 333-73936) filed November 21, 2001, and incorporated herein by
reference thereto)..
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Third Amended and Restated Loan Agreement, dated as of July 26, 2006, by and among the Company and

certain of its subsidiaries, the banks signatory thereto, KeyBank National Association, as administrative
agent, Deutsche Bank Securities Inc., as syndication agent, and UBS Securities LLC, Bank of America,
N_.A. and JPMorgan Chase Bank, N.A., as documentation agents (filed with the Commission as Exhibit 10.2
to t_he Company’s Form 10-Q filed July 28, 2006, and incorporated herein by reference thereto).

Amendment No. 1 to Third Amended and Restated Loan Agreement by and among the Company and
certain of its subsidiaries, the banks signatory thereto, KeyBank National Association, as administrative
agent, Deutsche Bank Securities Inc., as syndication agent, and UBS Securitiecs LLC, Bank of America,
N.A. and JPMorgan Chase Bank, N.A., as documentation agents, dated as of September 20, 2006 (filed with
the Commission as Exhibit 10.1 to the Company’s Form 8-K filed September 26, 2006, and mcorporated
herein by reference thereto)

Credit Agreement, dated as of May 31, 2006, by and among the Company and certain of its sub51d1anes and
Fifth Third Bank (filed with the Commission as Exhibit 10.1 to the Company’s Form 8-K filed June 5, 2006,
and incorporated by reference thereto).

ISDA Master Agreement and Schedule dated as of May 6, 2004 by and between Bank of America, N.A. and
Health Care REIT, Inc. (filed with the Commission as Exhibit 10.3 to the Company s Form 10-Q filed
July 23, 2004, and incorporated herein by reference thereto).

Interest Rate Swap Confirmation dated May 10, 2004 between Health Care REIT, Inc. and Bank of
America, N.A. (filed with the Commission as Exhibit 10.4 to the Company’s Form 10-Q filed July 23, 2004,
and incorporated herein by reference thereto).

Interest Rate Swap Confirmation dated May 6, 2004 between Health Care REIT, Inc. and Deutsche Bank
AG (filed with the Commission as Exhibit 10.5 to the Company’s Form 10-Q ﬁled July 23, 2004, and
incorporated herein by reference thereto).

Health Care REIT, Inc. Interest Rate & Currency Risk Management Policy adopted on May 6, 2004 (filed
with the Commission as Exhibit 10.6 to the Company's Form 10-Q filed July 23, 2004, and incorporated
herein by reference thereto).

The 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed with the Commission as Appendix II to the
Company’s Proxy Statement for the 1995 Annual Meetmg of Stockholders, filed September 29, 1995, and
incorporated herein by reference thereto).*

First Amendment to the 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed with the Corrumssmn as
Exhibit 4.2 to the Company’s Form S-8 (File No. 333-40771) filed November 21, 1997 and mcorporated
herein by reference thereto).*

Second Amendment to the 1995 Stock Incentlve Plan of Health Care REIT, Inc. (ﬁled with the Commission
as Exhibit 4.3 to the Company’s Form S-8 (File No. 333-73916) filed November 21, 2001, and incorporated

“herein by reference thereto).*

Third Amendment to the 1995 Stock Incentive Plan of Health Care REIT, Inc. (filed w1th the Commission
as Exhibit 10.15 to the Company s Form 10-K filed March 12, 2004, and mcorporated herein by reference
thereto).*

Stock Plan for Non-Employee Directors of Health Care REIT, Inc. (filed with the Commission as
Exhibit 10.1 to the Company’s Form 10-Q filed May 10, 2004, and incorporatéd herem by reference
thereto).*

First Amendment to the Stock Plan for Non-Employee Directors of Health Care REIT, Inc. effective

‘April 21, 1998 (filed with the Commission as Exhibit 10.2 to the Company’s Form IO-Q ﬁled May 10, 2004
and incorporated herein by reference thereto).*

Health Care REIT, Inc. 2005 Long-Term Incentive Plan (filed with the Commlssmn as Appendxx A to the
Company’s Proxy Statement for the 2005 Annual Meeting of Stockholders filed March 28, 2005 and .
incorporated herein by reference thereto).*

Form of Stock Option Agreement for Executive Officers under the 1995 Stock Incennve Plan (filed with the
Commission as Exhibit 10.17 to the Company’s Form 10-K filed March 16, 2003, and 1ncorporated herein
by reference thereto}.*

Form of Restricted Stock Agreement for Executive Officers under the 1995 Stock Incentive Plan (filed with
the Commission as Exhibit 10.18 to the Company 5 Form 10-K filed March 16, 2005, and incorporated

herein by reference thereto).* ‘
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Form of Stock Option Agreement under the Stock Plan for Non-Employee Directors (filed with the
Commission as Exhibit 10.3 to the Company’s Form 10-Q/A filed October 27, 2004, and incorporated

L

herein by reference thereto).*

Form of Restricted Stock Agreement under the Stock Plan for Non-Employee Directors (filed with the
Commission as Exhibit 10.20 to the Company’s Form 10-K filed March 16, 2005, and incorporated herein
by reference thereto).*

Form of Stock Option Agreement (with Dividend Equivalent Rights) for the Chief Executive Officer under
the 2005 Long-Term Incentive Plan (filed with the Commission as Exhibit 10.18 to the Company’s
Form 10-K filed March 10, 2006, and incorporated herein by reference thereto).*

Form of Stock Option Agreement (with Dividend Equivalent Rights) for Executive Officers under the 2005
Long-Term Incentive Plan (filed with the Commission as Exhibit 10.19 to the Company’s Form 10-K filed
March 10, 2006, and incorporated herein by reference thereto).*

Form of Stock Option Agreement (without Dividend Equivalent Rights) for the Chief Executive Officer
under the 2005 Long-Term Incentive Plan (filed with the Commission as Exhibit 10.20 to the Company’s
Form 10-K filed March 10, 2006, and incorporated herein by reference thereto).*

Form of Stock Option Agreement (without Dividend Equivalent Rights) for Executive Officers under the
2005 Long-Term Incentive Plan (filed with the Commission as Exhibit 10.21 to the Company’s Form 10-K
filed March 10, 2006, and incorporated herein by reference thereto).*

Form of Restricted Stock Agreement for the Chief Executive Officer under the 2005 Long-Term Incentive
Plan (filed with the Commission as Exhibit 10.22 to the Company’s Form 10-K filed March 10, 2006, and
incorporated herein by reference thereto).*

Form of Restricted Stock Agreement for Executive Officers under the 2005 Long-Term Incentive Plan
(filed with the Commission as Exhibit 10.23 to the Company’s Form 10-K filed March 10 2006, and
incorporated herein by reference thereto).*

Form of Deferred Stock Unit Grant Agreement for Non- Employee Directors under the 2005 Long- Term
Inceative Plan (filed with the Commission as Exhibit 10.24 to the Company’s Form 10-K filed March 10,
2006, and incorperated herein by reference thereto}.®

Restricted Stock Agreement, dated January 22, 2007, by and between Health Care REIT and Raymond W.
Braun (filed with the Commission as Exhibit 10.2 to the Company’s Form 8-K filed January 25, 2007, and
mcorporated herein by reference thereto).*

Third Amended and Restated Employment Agreement, dated January 22, 2007, by and between the
Company and Gecrge L. Chapman (filed with the Commission as Exhibit 10.1 to the Company s Form 8-K
filed January 25, 2007, and incorporated herein by reference thereto).*

Second Amended and Restated Employment Agreement, effective January 1, 2004, by and between Health
Care REIT, Inc. and Raymond W, Braun (filed with the Commission as Exhibit 10.18 to the Company ]
Form 10-K filed March 12, 2004, and incorporated herein by reference thereto).*

Second Amended and Restated Employment Agreement, effective January 1, 2004, by and between Health
Care REIT, Inc. and Erin C. Ibele (filed with the Commission as Exhibit 10.19 to the Company’s Form 10-K
filed March 12, 2004, and incorporated herein by reference thereto).*

Amended and Restated Employment Agreement, effective January 1, 2004, by and between Health Care
REIT, Inc. and Charles J. Herman, Jr. (filed with the Commission as Exhibit 10.20 to the Company’s
Fom 10-K filed March 12, 2004, and incorporated herein by reference thereto).*

Amended and Restated Employment Agreement, effective March 17, 2006, by and between Health Care
REIT, Inc. and Scott A, Estes (filed with the Commission as Exhibit 10.1 to the Company’s Form 10-Q filed
May 10, 2006, and incorporated herein by reference thereto).*

Employment Agreement, effective July 1, 2004, by and between Health Care REIT, Inc. and
Jeffrey H. Miller (filed with the Commission as Exhibit 0.2 to the Company’'s Form 10-Q filed

~ July 23, 2004, and incorporated herein by reference thereto).*

10.33

10.34

Consulting Agreement dated as of September 12, 2006 between the Company and Fred S, Klipsch (filed
with the Commission as Exhibit 10.1 to the Company’s Form S-4 filed October 13, 2006, and incorporated
herein by reference thereto).*

Consulting Agreement dated as of September 12, 2006 between the Company and Frederick L. Farrar (filed
with the Commission as Exhibit 10.2 to the Company’s Form S-4 filed October 13, 2006, and incorporated
herein by reference thereto).*
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Employment Agreement dated as of September 12, 2006 between the Company and Daniel R. Loftus (filed
with the Commission as Exhibit 10.3 to the Company s Form §-4 filed October 13, 2006, and incorporated
herein by reference thereto).*

Health Care REIT, Inc. Supplemental Executive Retirement Plan, effective as of January 1, 2001 (filed with
the Commission as Exhibit 10.19 to the Company’s Form 10-X filed March 10, 2003, and incorporated
herein by reference thereto).*

Health Care REIT, Inc. Executive Loan Program, effective as of August 1999 (filed with the Commission as
Exhibit 10.20 to the Company’s Form 10-K filed March 10, 2003, and incorporated herein by reference
thereto).*

Form of Indemnification Agreement between the Company and each dlrector. executive officer and officer
of the Company (filed with the Commission as Exhibit 10.1 to the Company’s Form 8-K filed February 18,
2005, and incorporated herein by reference thereto).*

Summary of Director Compensation (filed with the Commission as Exhibit 10.39 to the Company’s
Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).*

Code of Business Conduct and Ethics (filed with the Commission as Exhibit 14 to the Company’s
Form 10-K filed March 12, 2004, and incorporated herein by reference thereto).

Subsidiaries of the Company (filed with the Commission as Exhibit 21 to the Company’s Form 10-K filed
March 1, 2007, and incorporated herein by reference thereto).

Consent of Ernst & Young LLP, independent registered public accounting firm.

Power of Attorney executed by Pier C. Borra (Director) {filed with the Commission as Exhibit 24.1 to the
Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Thomas J. DeRosa (Director) (filed with the Cornmission as Exhibit 24.2 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Jeffrey H. Donahue (Director) (filed with the Commission as Exhibit 24.3 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Peter J. Grua (Director) (filed with the Commission as Exhibit 24.4 to the
Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Fred S. Klipsch (Director) (filed with the Commission as Exhibit 24.5 to the
Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by Sharon M, Oster (Director) (filed with the Commission as Exhibit 24.6 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by R. Scott Trumbull (Director) (filed with the Commission as Exhibit 24.7 to
the Company’s Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by George L. Chapman (Director, Chairman of the Board and Chief Executive
Officer and Principal Executive Officer) (filed with the Commission as Exhibit 24.8 to the Company’s
Form 10-K filed March 1, 2007, and incorporated herein by reference thereto).

Power of Attomney executed by Scott A. Estes (Senior Vice President and Chief Financial Officer and
Principal Financial Officer) (filed with the Commission as Exhibit 24.9 to the Company’s Form 10-K filed
March 1, 2007, and incorporated herein by reference thereto).

Power of Atorney executed by Paul D. Nungester, Jr. (Vice President and Controller and Principal
Accounting Officer) (filed with the Commission as Exhibit 24.10 to the Company’s Form 10-K filed
March 1, 2007, and incorporated herein by reference thereto).

Power of Attorney executed by William C. Ballard, Jr. (Director).
Rule 13a-14(a)/15d-14{(a) Certification of Chief Executive Officer.
Rule 13a-14(a)/15d-14{a) Certification of Chief Financial Officer.
Centification pursuant to 18 U.S.C. Section 1350 by Chief Executive Officer.
Certification pursuant to 18 U.S.C. Section 1350 by Chief Financial Officer.

* Management Contract or Compensatory Plan or Arrangement.
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’ .EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, George L. Chapman, certify that:
1. I have reviewed this annual report on Form 10-K/A of Health Care REIT, Inc.;

2. Based on my knowledge, this report does not contain any untrue staterent of a material fact 6r omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report,

" 3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operanons and cash ﬂows of the reglstrant as
of, and for, the penods presented in this report;

"4, The reglstra.nt s other certifying officer and I are responsible for establishing and maintaining disclosure
controls.and ‘procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-15(f)) for the registrant and have?

_.(a) Designed such disclosure coritrols and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, mcludmg its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared,

(b) De51gned such internal control over financial reportlng, or caused such internal control over financial

reportmg to be de51gned under our supervision, to provide reasonable assurance regarding the reliability of

" financial reporting and the preparation of financial statements for extemal purposes in accordance with
generally accepted accounting principles;
{c) Evaluated the effectiveness, of the registrant’s disclos{u_'e controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such cvaluatlon and

(d) Dlsclosed in thlS report any change in the reglstrant s intemal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons perfomnng the equivalent functions):

1 " ‘ .
(a) All significant- deficiencies and material weaknesses in the desngn or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b} Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

/s/ GEORGE L. CHAPMAN

George L. Chapman,
Chief Executive Officer

Date: March 12, 2007




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Scott A. Estes, certify that:
1. I have rcvicwed this annual report on Form 10-K/A of Health Care REIT, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made in light of the circumstances under whlch such statements
were made, not misleading with respect to the penod covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
" of, and for, the periods presented in this report; ‘

4. The'registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢e)) and internal control over
financial reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision; to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within thoqc entities, pal'ucularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
_reporting to be designed under our supcrvision to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of ﬁnanaal statements for extemai purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the rcgistrant s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedurcs as of the end of the
period covered by this report based on such evaluatlon and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscat quarter in the case of an
annual report) that has materially affccted or is reasonably likely to matenally affect, the rcglstrant s internal
control over financial reporting; and - : :

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, 1o the registrant’s auditors and the audit commlltee of the reglstram s boa:d of
directors (or persons performing the equivalent funcnons) : :

(a) All significant deficiencies and matenal weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
‘process, summarize and report financial information; and

{(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

/s/  Scort A. ESTES

- " . . Scott A, Estes,
Senior Vice President and
Chief Financial Officer

Date: March 12, 2007




RIS ‘ EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. Séction 1350

I, George L. Chapman, the Chief Executive Officer of Health Care REIT, Inc. (the “Company™), certify that
(i) the Annual Report on Form 10-K/A for the Company for the year ended December 31, 2006 (the “Report’™), fully
complies with the requirements of Section 13(a) or 15(d) of the Securities. Exchange Act of 1934 and (ii) the
information contained in the Report fairly presents, in all material respects, the financial condition and results,of
operations of the Company. -t o

/s GEORGE L. CHAPMAN

George L. Chapman,
: ‘ -« . ! Chief Executive Officer
Dated: March 12, 2007 v : 1

A signed original of this written statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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T ' ' EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. Section 1350

1, Scott A, Estes, the Chief Financial Officer.of Health Care REIT, Inc..(the “Company™), certify that (i) the
Annual Report on Form 10-K/A for the Company for the year ended December 31, 2006 (the “Report™), fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and (ii) the
information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company. _ - I

P - Is/_Scorr A. ESTES
Scott A. Estes,

« Senior Vice President and Chief
Financial Officer

Dated: March 12,2007 - . ., , :

A signed original of this written statement réquired by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Vice Chairman

Health Care RE!T, Inc.
Toledo, Ohio

Sharon M. Oster Age 58

Professor of Management and
Entrepreneurship

Yale University School of Management
New Haven, Connecticut

R.Scott Trumbull Age 58
Chairman and Chief Executive Officer
Franklin Electric Co., Inc.

Bluffion, Indiana

Commitiees of the Board

Audit Committee
DeRosa, Oster (Chair), Trumbull

Compensation Committee
Ballard, Borra {Chair), Donahue

Nominating/Corporate Governance
Committee
Ballard (Chair), DeRosa, Grua

Executive Committee
Ballard, Chapman, Grua

Investment Committee

Ballard, Borra, Chapman, DeRosa,
Donahue, Grua, Klipsch, Oster,
Trumbull

Planning Commitiee

Baltard, Borra, Chapman, DeRosa,
Donahue, Grua, Klipsch, Oster,
Trumbull

Executive Dfficers

George L. Chapman
Chairman and Chief Executive Officer

Fred 5.Klipsch
Vice Chairman

Raymond W. Braun
President

Frederick L. Farrar
Executive Vice President

Charles J. Herman, Jr.
Executive Vice President and
Chief Investinent Officer

Jeffrey H. Miller
Executive Vice President and
General Counsel

Scott A. Estes
Sentor Vice President and
Chief Financial Officer

Erin C.Ibele
Senior Vice President — Administration
and Corporate Secretary

Daniel R. Loftus
Seniar Vice President

Michael A. Crabtree
Vice President and Treasurer

Corporate Offices
Health Care REIT, Inc.
One SeaGate, Suite 1500
PO.Box 1475

‘Toledo, Ohio 43603-1475
419/247-2800
419/247-2826 Fax
www.hcreit.com

113 full-time employees as of 12/31/06

5,745 registered stockholders as of
12/31/06

CEOQ and CFO Certifications

On May 22,2006, the company's chief executive officer submitted to the

New York Stock Exchange the annual CEO certification regarding the
company's compliance with the New York Stock Exchange’s corporate
governance listing standards. In addition, the company filed with the Securities
and Exchange Commission the certifications of its chief executive officer and
chief financial officer required by Section 302 of the Sarbanes-Oxley Act of
2002 as Exhibits 311 and 31.2 to the company's Form 10-K and Form 10-K/A
for the year ended December 31, 2006.

Legal Counsel
Shurnaker, Loop & Kendrick, LLP
Toledo, Chio

Independent Auditors
Ernst & Young LLP
Toledo, Ohio

Transfer Agent

Mellon Investor Services LLC
Newport Office Center V11

480 Washington Boulevard -

Jersey City, New Jersey 07310+1900
888/216-7206
wwwmelloninvestor.cony/isd

Dividend Reinvestment Administrator
Mellon Investor Services LLC

PO.Box 3338

South Hackensack, New Jersey 07606-1938
888/216-7206
www.melloninvestor.com/isd

Stockholder Services

Mellon Investor Services provides Stockholder Services to registered
stockholders via telephone and online. Mellon representatives can assist you in
change of name or address, consolidation of accounts, duplicate mailings,
dividend reinvestment enrollment, lost stock certificates, transfer of stodk to
another person and additional administrative services. For more information,
go to www.melloninvestor.com/isd or call toll free 888/216-7206.

Investor Information

Current and prospective investors can access the Annual Report, Proxy
Statement, SEC filings, earnings announcements and other press releases on
our Web site at www.hcreit.oom, or by e-mail request to info@hcreit.com.

Annual Meeting
The Annual Meeting of Stockholders will be held on May 3,2007 in the
Auditorium of One SeaGate, Toledo, Ohio,

Exd Listi
New York Stock Exchange
Trading Symbol: HCN

Member .
National Association of Real Estate Investment Trusts, Inc.

This Annual Report and the Letter to Stockholders contain “forward-
looking statements”as that tevm is defined in the Private Securities
Litigation Reform Act of 1995. For example, when we use words such as
“may]’ “will’ “intend,” “Should,” “believe,” “expect,” “anticipate,” “project;
“estimate” or similar expressions, we are making forward-looking
statements. Forward-looking statements are not guarantees of future
performance and involve risks and uncertainties. Our expected results may
not be achieved, and actual results may differ materially from our
expectations. Important factors that could cause our actual results to be
materiafly different from the forward-looking statements are discussed in
our Form 10-K under the heading “Risk Factors.” We assume no obligation
to update or revise any forward-looking statements or to update the reasons
why actual results could differ from those projected in any forwerd-looking
statements. :






